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COMMERCE, JUSTICE, SCIENCE, AND RE-
LATED AGENCIES APPROPRIATIONS FOR
2012

THURSDAY, MARCH 17, 2011.

DEPARTMENT OF COMMERCE
WITNESS
HON. GARY LOCKE, SECRETARY, DEPARTMENT OF COMMERCE

OPENING REMARKS FrROM CHAIRMAN WOLF

Mr. WoLF. Welcome, Mr. Secretary. Good afternoon.

There are going to be a series of votes coming up pretty soon. So
we will just proceed.

We have a number of issues to discuss with you today with re-
spect to the fiscal year 2012 budget. You are requesting $8.8 billion
in a new budget authority that amounts to $868 million or about
11 percent higher than the House-passed Continuing Resolution for
fiscal year 2011.

The largest increases in your budget include an additional $768
million for the National Oceanic and Atmospheric Administration,
$145 million for the National Institute of Standards and Tech-
nology, $70 million for the International Trade Administration, and
these increases are partially offset by reductions in Census totaling
$199 million.

These funding changes are just a few within Commerce. Prac-
tically every account within Commerce is increasing in your re-
quest. You are also proposing a number of new initiatives in your
budget as well as the termination of a few small but potentially
significant programs.

The Congress unfortunately will not be in a position to provide
such increases. The fiscal crisis facing the Nation is real and will
require a level of austerity that goes beyond the President’s budget.
So we are going to ask you to help prioritize.

And this is not in the statement, but I am sorry to see you go,
frankly. And it is probably not a good appointment in all honesty
because I think you are engaged in this thing and your ideas with
regard to exports. And now you are going to have a vacancy there
for a long period of time.

But I want to congratulate you on your nomination. But when I
heard it, I did not think it was such a good idea because of that
very reason. But there are some questions we will have. These are
not confirmation hearings obviously on China, but I will have some
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questions with regard to China, to encourage more job growth in
manufacturing in this country.

I will go to Mr. Dicks if he wants to make a comment and then
we will go to your testimony.

OPENING REMARKS FROM REP. DICKS

Mr. Dicks. Well, thank you, Mr. Chairman.

And, Secretary Locke, it is good to see you and we congratulate
you on your nomination to be Ambassador to China. We have
worked together since you were King County executive and gov-
ernor of Washington. And I think you have done a fine job as Sec-
retary.

We have some great initiatives, the National Export Initiative,
the Manufacturing Extension Partnership, just to name two. And
we were pleased with your work on comprehensive—with NIST’s
effort on comprehensive cybersecurity.

I am concerned, and I hope you will have a chance to discuss this
during the hearing, on the effects of H.R. 1 on NOAA procurement,
acquisition, and construction. And we are concerned about the tsu-
nami that has happened in Japan and what the effect of these
budget cuts would be on our weather satellites and our buoys out
in the ocean which I know are very important.

And I hope you could tell us what the impact of the $450 million
cut will be in H.R. 1. I think you are in an ideal spot to be able
to translate this, and this process is not over yet. We are still try-
ing to make sure that we, you know, make appropriate cuts. And
if there has been mistakes made, we still have a chance to review
this in light of the current circumstances.

Thank you, Mr. Chairman.

Mr. WoLF. Thank you, Secretary. Proceed.

OPENING STATEMENT BY SECRETARY LOCKE

Secretary LOCKE. Thank you very much, Chairman Wolf and dis-
tinguished Members of the subcommittee. I am really pleased to
join you today to talk about the President’s budget request for the
Department of Commerce for fiscal year 2012.

Since I joined the Department of Commerce two years ago, we
have focused on delivering our services more efficiently and at less
cost to the taxpayer. Those efforts have paid off.

The 2010 Census was completed on schedule and under budget,
returning $1.9 billion to the taxpayers.

Our Economic Development Administration has cut the time it
takes to grant awards from 128 business days to 20 business days.

Our Patent Office reduced an application backlog of almost
800,000 when the President assumed office. We have reduced by 10
percent last year even as applications surged by 7 percent.

And next month, we will be rolling out and starting a program
allowing applicants to have their patents evaluated within one year
for a very small extra fee.

Our efficiencies and cost savings are not one-time achievements.
We have instituted comprehensive performance management proc-
esses throughout the Department which should help our reforms
stand the test of time.
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And it is in this context of proven savings and performance that
I hope the committee will consider Commerce’s fiscal year 2012
budget request.

Our 2012 budget request is lean. It cuts outdated programs,
drives major efficiencies in others. And our budget incorporates
$142 million in savings thanks to significant IT improvements, ag-
gressive acquisition reform, and other administrative savings.

At the same time, it contains key investments that will help
America win the future by spurring innovation, increasing Amer-
ica’s international competitiveness, and supporting scientific re-
search as well as supporting our coastal communities. These are
core missions of the Department of Commerce.

On the innovation front, the Department of Commerce is respon-
sible for providing the tools, systems, policies, and technologies that
give U.S. businesses a competitive edge in world markets. And that
is why we are requesting additional funds for our National Insti-
tute of Standards and Technology including an increase of more
than $100 million for research into advanced manufacturing tech-
nologies, health information technologies, cybersecurity, and inter-
operable smart grid technology.

These investments in standards setting and in basic research,
which are often too risky or too expensive for the private sector
alone, have historically spurred waves of private sector innovation
and job creation.

To further support innovation, our 2012 budget request calls for
the U.S. Patent and Trademark Office to gain full access to its fees
so that we can expand the already substantial reforms undertaken
by Under Secretary David Kappos, working with line staff, labor,
and career managers. These reforms will help get cutting-edge in-
ventions and technologies into the marketplace much more quickly
which will then create jobs.

The Commerce Department, through our International Trade Ad-
ministration, is playing a lead role in the President’s National Ex-
port Initiative, which seeks to double U.S. exports by 2015. Amer-
ican companies, especially small- and medium-size businesses, rely
heavily on the federal governmental support available under the
National Export Initiative. I hear about it everywhere I go.

These companies often face significant hurdles in getting access
to working capital to produce the goods they want to sell abroad
or simply finding reliable foreign customers and vendors for their
American-made goods and services.

Our International Trade Administration helps many companies
clear these hurdles. And last year, we helped more than 5,500 U.S.
companies export for the first time or increase their exports. We co-
ordinated an unprecedented 35 trade missions to 31 different coun-
tries.

These efforts are paying off with U.S. exports up 17 percent last
year and indeed exports to China were up 34 percent last year. Our
fiscal year 2012 budget envisions more funds for activities such as
business-to-business match-making services and identifying and re-
solving trade barrier issues.

Finally, I want to touch on the critical work done by our National
Oceanic and Atmospheric Administration or NOAA, an agency that
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is a key source of scientific information which is also increasingly
critical to America’s economy.

Last year, NOAA played a pivotal role in responding to the BP
Deepwater Horizon oil spill by providing targeted weather fore-
casts, oil spill trajectory maps, and by ensuring the safety of Gulf
seafood.

This past week, NOAA issued its first tsunami warning just nine
minutes after the tragic earthquake struck Japan. NOAA was able
to so quickly sound the alarm because of strong congressional sup-
port.

In 2004, before the tsunami that struck Indonesia, NOAA had
only six buoys in the Pacific to detect seismic and wave activity.
Today thanks to congressional support, it has 39 buoys.

So the work that NOAA does to predict and respond to weather
and natural disasters saves communities, saves them money and,
most importantly, saves lives.

What I discussed is, of course, just a fraction of the work of the
Commerce Department and I direct you to our written testimony
for greater detail.

In the meantime, we are happy to answer any questions that you
might have.

[The information follows:]
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STATEMENT ON THE COMMERCE DEPARTMENT’S
Y 2012 BUDGET REQUEST BY COMMERCE SECRETARY GARY LOCKE
HOUSE APPROPRIATIONS SUBCOMMITTEE ON COMMERCE, JUSTICE, SCIENCE,
AND RELATED AGENCIES
March 17, 2011

INTRODUCTION

Chairman Wolf, Ranking Member Fattah, and distinguishcd Members of the Subcommittee, [ am
pleased to join you today to talk about the President’s Budget request for the Department of
Commerce for Fiscal Year 2012. I very much appreciate the commitment this subcommittee’s
members show to the Department and our mission.

Since I joined the Department of Commerce two years ago, we have been focused intently on
two key priorities: helping American businesses be more innovative at home and more
competitive abroad. Our FY 2012 budget request reflects those priorities with investments to
spur innovation, increase our international competitiveness and support scientific research and
our coastal communities.

Our innovation agenda is focused on building a foundation for private-sector economic growth
and empowering entrepreneurs and businesses large and small to invent, grow and hire.

That’s why our Economic Development Administration (EDA) is working to help local
communities identify their own unique strengths and develop regional economic clusters. Rather
than pursuing a one-size-fits-all approach, EDA is supporting private-public partnerships’
bottom up strategies to respond to changing regional conditions and has more than halved the
response time for its grant applications — Our Economic Development Administration cut the
time it takes to award a grant from 128 to 20 business days.

To make it easier for groundbreaking ideas to move from research labs ~ or an inventor’s garage
- and into the marketplace, we’re reforming the U.S. Patent and Trademark Office (USPTO) to
accelerate patent examination and improve patent quality. We overhauled management processes
at the USPTO, and cut the application backlog by 10 percent, even as the volume of applications
has increased by 7 percent.

As the Department works to strengthen American businesses at home, we’ve also played a iead
role in the President’s National Export Initiative (NEI), working to connect more U.S. businesses
to the 95 percent of consumers who live beyond our borders.

It's important to note that although the United States is a strong exporter, only 1 percent of our
companies export and of those that do, 58 percent only sell to one market. We can and must do
better.

While the quality and costs of American companies’ goods and services ultimately determine
their success in the international marketplace, many firms — especially small and medium-size
enterprises — rely heavily on the federal government support available under the NEI.
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These companies often face significant hurdles in:

Getting access to working capital to produce the goods they want to sell abroad;
Navigating complex foreign customs, rules and regulations;

Forging relationships with key foreign governmental and business decision-makers; and
Ensuring they get a fair shake when competing with other foreign firms for lucrative
government procurement contracts.

The Commerce Department is working successfully with our partners throughout the
Administration to help companies clear these hurdies.

Last year, U.S. exports of goods and services increased nearly 17 percent over 2009 — the largest
year to year percent change in 20 years. This puts us on pace to achieve the President’s goal of
doubling American exports over five years. During the first year of the NEIL, the Department
assisted more than 5,500 U.S. companies export for the first time or increase their exports. Small
and midsize businesses made up 85 percent of those successes. Our International Trade
Administration (ITA) coordinated an unprecedented 35 trade missions to 31 different countries,
with nearly 400 companies. Participating firms anticipate $2 billion in increased exports from
these missions. In addition, ITA's Advocacy Center has assisted U.S. companies competing for
international contracts, and other U.S. export opportunities, worth $18.7 billion in U.S. export
content, supporting an estimated 101,000 jobs. We’ve recruited nearly 13,000 foreign buyers to
visit major trade shows here in the United States, facilitating approximately $770 million in
export successes and supporting over 4,100 domestic jobs. And, ITA has successfully resolved
82 different trade barriers in 45 countries that were adversely impacting a broad range of
industries. This includes successfully encouraging Russia to enact a WTO-compliant law that
provides authority for its customs officials to interdict suspected counterfeit goods.

{n addition, through the work of the Minority Business Development Agency, Commerce
assisted more than 6,600 minority business enterprises in attaining almost 1,000 contracts and
over 500 financial awards, with a combined dollar value of $4 billion.

Part of the rcason why we have been so successful at increasing our assistance to U.S. businesses
is that the Department's senior lcadership is focusing everyone on delivering their services more
efficiently, more effectively and at less cost. We can also help American companies thrive by
making the Commerce Department run better, which has been a top priority of mine and my
entire management team.

Consider the 2010 Census, an undertaking that many experts identified as “likely to fail.” The
experts were proved wrong, as the 2010 Census was completed on schedule and under budget,
saving taxpayers $1.9 billion.

A year after [ arrived at Commerce, the Department stepped into a pivotal event with the
explosion of the BP Deepwater Horizon oil rig on April 20, the largest oil spill in U.S. history.
Within hours the National Oceanic and Atmospheric Administration (NOAA) responded by
mobilizing ships, aircraft and personnel to provide targeted weather forecasts and oil spill
trajectory maps and EDA applied resources to help Gulf communities. ESA provided the data
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neceded to estimate the cconomic impact while NOAA protected Gulf seafood through closures
and careful reopening of fisheries in Federal waters. We learned through the BP Decpwater
Horizon oil spill and other events that we cannot have healthy economies without healthy
communities and healthy ecosystems and that good science and stewardship is good business.

The destruction and loss of life resulting from last week’s catastrophic disaster in Japan are
heartbreaking. Our thoughts and prayers are with the Japanese people, and as the President has
said, we're going to stand with them as they recover and rebuild from this tragedy. Nine minutes
after the March 11™ carthquake struck, NOAA issued its first Tsunami Warning for Japan,
Russia, Marcus Island, and Northern Marianas Islands as part of the coordinated global response
to this tragic natural disaster. Shortly thereafter, timely watches, advisories, and warnings were
extended to vulnerable coastal areas of Alaska, British Columbia, Washington, Oregon, and
Hawaii well ahead of the arrival of the first waves. The NOAA-developed Deep-ocean
Assessment and Reporting of Tsunami (DART®) stations detected and tracked the tsunami as it
traveled from Japan across the Pacific Basin. The NOAA-issued tsunami warnings along with i n\
on ¢ffors allowed communities both here and across the globe to take action thar sas

fves and redoced properts dam

America is still in the process of economic recovery. and we at the Commerce Department must
continue to build upon the past two years of successes. The President’s FY 2012 budget request
for the Commerce Department makces tough choices — many of them reductions to programs that
we might like to continue under normal economic conditions. But we also have the responsibility
to prioritize investments in those things that are critical to winning the future. The President’s
request recognizes that this is only possible when the United States out-educates, out-innovates,
and out-builds our economic competitors. For that reason, the FY 2012 request for the
Department of Commerce makes several targeted reductions and is focusing on organizational
effectiveness in order to focus on investments in innovation, international competitiveness and
science as well as supporting our coastal communities — to spur job crcation here at home and
improve American competitiveness in the global marketplace.

REDUCTIONS

With his FY 2012 request, President Obama pledged to root out ineffective, outdated, or
duplicative programs to cut or reform. taking further steps toward reducing our long-term deficit.
In all. the Department’s FY 2012 budget proposes ending, reducing. or restructuring more than
15 lower-priority programs

First, this budget cuts what is incffective and outdated. For example, the Emergency Steel Loan
Guarantee program made its last guarantee in 2003, and its elimination alone results in $43
million in savings. Other reductions reflect the need to transition to new funding models, as in
the National Institute of Standards and Technology’s Baldrige Performance Excellence Program.
To transition the program to be completely privately funded, the program’s funding is reduced
by $2 million.

Secondly, hard choices were made among competing priorities. The termination of the Public
Telecommunications Facilities, Planning, and Construction (PTFP) program saves $20 million,
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and streamlines the current structure under which both the PTFP and Corporation for Public
Broadcasting programs fund equipment for non-commercial television and radio stations.

Lastly, this budget strives for efficiency. The proposal to restructure the International Trade
Administration saves $20 million through the streamlining of administrative functions, closing
some overseas posts, and focusing on high priority markets and industries.

By eliminating the Trade Adjustment Assistance for Firms program, discontinuing the Trade
Adjustment Assistance for Communities program. and ramping up the Economic Adjustment
Assistance (EAA) program, our [conomic Development Administration will be able to get
funding out more quickly and at a much lower cost to areas disrupted by import competition or
other factors. EAA is the most flexible program in EDA’s toolbox, tailoring economic recovery
strategies to communities’ needs with far lower overhead costs than Trade Adjustment
Assistance. The elimination saves $15.8 million.

We also took a hard look at our statistical programs and products within this budget, eliminating
six statistical programs and reducing funding in three others at the Census Bureau, for a savings
of $16 million. We targeted programs, such as the separate publication of E-Business statistics
that had, over time, been incorporated into other data collection efforts, thereby achieving greate:
efficiency.

But by far, our top saving initiative focuses on reforming the way the Commerce Department
does business. We are doing more while spending less. We plan on saving $142.8 million in FY
2012 as part of the President’s Administrative Efficiency Initiative. The Department is digging
into how we handle acquisitions and other administrative functions to find places where we can
leverage our buying power. We have a six-point plan to reform acquisitions in order to deliver
greater savings, greater results and greater efficiencics. Specific measures include saving
taxpayers $57 million in FY 2012 through bulk buying and other smart purchasing strategies,
stronger metrics to measure and increase performance, a new approach to requirements
definition and validation, an enterprise-wide approach to identifying and managing high-risk
projects, and a new Center of Excellence to best serve every bureau within the Department.
Lastly, we anticipate savings in information technology through data center consolidation and
slowing the replacement cycle for computer hardware.

INVESTMENTS

At the same time the FY 2012 budget makes some tough but responsible choices that will put
government on a sounder financial footing, it also reflects this Administration’s commitment to
invest in areas that will help create jobs here at home and better position America in an
increasingly competitive global economic environment. Because of the savings discussed above,
the Department is able to reinvest $39.2 million to strengthen valuable programs. The budget
does this by focusing investments in innovation, international competitiveness, science, and
support for coastal communities.



Innovation

In his State of the Union address, the President said: “The first step in winning the future is
encouraging American innovation,” and he promised to deliver a budget that would ensure the
nation’s ability to achieve that goal. The Department of Commerce is responsible for providing
the tools, systems, policies and technologies that give U.S. businesses a technological edge in
world markets. Key components of the Department’s innovation tools are: the National Institute
of Standards and Technology’s cutting edge research laboratories; the U.S, Patent and
Trademark Office’s protection of intellectual property that fosters the entrepreneurial spirit; the
EDA’s regional innovation clusters; and the National Telecommunications and Information
Administration’s efforts to accelerate the adoption of a wireless interoperable network for public
safety, optimize the use of federal spectrum and increase broadband access.

The National Institute of Standards and Technology is a key agency identified in the President’s
Plan for Science and Innovation, the Administration’s Innovation Strategy, and the America
COMPETES Reauthorization Act -~ which Congress approved with broad bipartisan support at
the end of last year. For FY 2012, the Department is requesting $763.5 million for NIST
laboratories, which includes an increase of over $100 million for research into advanced
manufacturing technologies, health information technology, cybersecurity, interoperable smart
grid technology, and clean energy research and development.

In FY 2012, NIST will also expand its extramural programs to support technological innovation
through a request of $75.0 million for the Technology Innovation Program, an increase of $5.1
million, to continue to fund high-risk, high-reward research competitions in areas of critical
national need such as advanced robotics and intefligent automation, manufacturing, energy, and
heaithcare. NIST is also launching a new Advanced Manufacturing Technology Consortia
(AMTech) Program, a public-private partnership program for industry-led research and
development (R&D) aimed at increasing the nation’s return on scientific investment, collapsing
the timescale of technological innovation, and ultimately expanding the value added captured by
the domestic economy for emerging technologies. The $12.3 million requested for the program
will provide grants to industrial consortia to develop roadmaps for research that will broadly
benefit our nation’s industrial base.

NOAA’s atmospheric and ocecan, coastal and Great Lakes research programs turn scientific
discovery and innovation into products and services for our communities and businesses. The
President’s budget request for 2012 includes $212 million for the Office of Oceanic and
Atmospheric Research (OAR). NOAA is proposing to strategically realign this existing core
research line office to better support the goals of the America COMPETES Reauthorization Act
of 2010. OAR will refocus its work to serve as an innovator and incubator of new science,
technologies, and applications, and an integrator of science and technology across all of NOAA.

Prime examples of NOAA’s work in advancing innovative technologies for weather forecasting
is the adaptation of naval radar technology for use in severe weather and tornado forecasting.
Multi-function Phased Array Radar, developed by the Navy for use on ships, is being adapted by
NOAA and its partners, for scvere weather forecasting. This work is improving the average lead
time for tornado warnings. NOAA is also leading the way in weather and climate modeling and
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research. Since the 1980s, NOAA has more than doubled the accuracy of hurricane track
forecasts. And public and private sector decision makers look to NOAA for climate products
such as the air freezing index to provide home builders with information on which to design
home foundations. Also, in FY2012, the President’s budget invests $2 million to advance our
capabilities to understand and forecast atmospheric conditions to support wind energy generation
in the United States.

The USPTO’s work in fostering innovation is a crucial driver of job creation, economic
recovery, and prosperity. American innovators and businesses rely on the legal rights associated
with patents in order o reap the benefits of their innovations. Processing patent applications in a
quality and timely manner establishes a business environment that cultivates new ideas,
technologies, services, and produets by ensuring their protection. The USPTO has committed to
taking action on a patent application within 10 months by 2014 — a significant reduction from
the slightly over two years on average it currently takes to first address a patent application. The
current backiog of over 700,000 patent applications stands as a barrier to innovation and
economic growth. The USPTO has committed to reducing the patent backlog to less than
353,000 by 2014. The FY 2012 budget for USPTO eontinues to request full access to fees,
whieh is estimated at about $2.7 billion for FY 2012. The request allows USPTO to levy a 15
percent surcharge to optimize patent and trademark quality and timeliness. Doing so will aid
intellectual property policy, protection, and enforeement worldwide.

The FY 2012 budget also supports innovation and economic opportunity by ensuring taxpayer
investments in broadband arc managed responsibly and achieve results. In FY 2012, the
National Telecommunieations and Information Administration (NTIA) will continue its work in
fostering greater aecess to and use of broadband services throughout the nation. NTIA
eompleted the award of its broadband grants at the end of FY 2010 and now the funded projects
are being implemented. The projects will be built between now and FY 2013. The FY 2012
budget includes funding for proper oversight of the program to guard against waste, fraud, and
abuse by the grantees — many of whom have never received a Federal grant before.

The Department will also receive about $1.5 billion to support the President’s Wireless
Innovation and Infrastructure Initiative (W13). NTIA, along with the Federal Communications
Commission, will find 500 MHZ of spectrum within ten years that can be applied to commercial
purposes in support of WI3. Of this funding in FY 2012: $1.4 billion would be for NTTA to
establish and develop a nationwidc interoperable public safety broadband network; $100 million
would be for NIST to work with industry and public safety organizations to conduct research and
develop standards, technologies, and applications to advance public safety communications; and
$20 million for EDA to accelerate the development of innovative wireless applications that can
accelerate job creation and promote the competitiveness of the regional economy.

International Competitiveness

The Department of Commerce embraces its core mission to improve U.S. global competitiveness
and foster domestic job growth — and to do so while protecting American security. The
President’s FY 2012 budget request will increase U.S. exports, ensure effective export control
and trade compliance, and make certain that trade remedy laws are enforced.
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Exporting is good for American business, good for American workers, and good for American
jobs. That is why President Obama announced the National Export Initiative (NEI) and set the
goal of doubling U.S. exports over five years to support several million American jobs and foster
long-term sustainable economic growth.

We jump-started the NEI in FY 2010 by pursing new relationships with the business community.
In addition, as previously mentioned we led a record 35 trade missions to 31 countries with 400
companies to promote industries including renewable and nuclear energy, as well as
infrastructure, construction, and aerospace. One recent example of a successful trade mission
involved Suniva, based in Atlanta, Georgia, which manufactures high-efficiency silicon solar
cells and high-power solar modules using low-cost manufacturing techniques. The company is
focused on the mass adoption of high-efficiency photovoltaic technology and the significant
economic, social, and environmental benefits it brings to the world community. The company
found potential partners on a clean energy trade mission to India in 2009. They returned the next
year with the ITA and secured several long-term customers with an estimated value of $18.7
million.

With a relatively small and strategic federal investment in export promotion, we can build upon
our aggressive efforts to help American companies scll their American-made goods overseas.
The FY 2012 budget request for the ITA includes an increase of $78.5 million to support NEI-
related efforts, which will encourage new companies to export, and help current exporters
expand to more markets,. These efforts mean leading more trade missions; helping U.S.
companies win more foreign procurement bids; bringing more foreign buyers, distributors, and
partners to U.S. trade shows; and providing more business to business matchmaking services to
U.S. companies. In addition, a key part of the NEI involves ITA’s continued work to assist
companies and create trading opportunities by identifying, overcoming, and resolving trade
policy issues and ensuring that our trading partners fully meet their obligations under our trade
agrecnments,

The Bureau of Industry and Security (BIS) advances U.S. national security, foreign policy, and
economic objectives by ensuring an effective export control and treaty compliance system, and
by promoting continued U.S. leadership in strategic technologies. A major Administration-wide
effort to reform the current morass of bureaucracy that constitutes our export control regime is
underway. Our focus, quite simply, is to build higher fences around fewer items — to focus
resources on protecting those products that are truly sensitive. The FY 2012 budget recognizes
the important role of BIS programs and supports the national security mission with a request of
$111.2 million. This includes an increase of $10.8 million for an Export Enforcement
Enhancement initiative that increases staff for counter proliferation, counterterrorism, and
national security programs and investigations.

Another key priority for the Department is strengthening the nation’s cybersecurity
infrastructure, which is vital to the economic and national security interests of the United States.
The FY 2012 Budget requests an increase of $81.3 million for cybersecurity, of which $37.9
million secures Commerce Department systems and $43.4 million supports NIST’s work on the
U.S. government and national security infrastructure.
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The Department of Commerce also supports science with a focus on generating and providing

timely data and analysis to support effective decision making by policymakers, businesses, and
the public. Before discussing other science-related initiatives, I'd like to speak on the NOAA's
Joint Polar Satellite System ~ JPSS.

For FY 2012 we are requesting $1.07 billion for Joint Polar Satellite System (JPSS), an increase
of $687.8 million over the FY 2010 enacted. This large increase reflects the impact of not
receiving our FY 2011 request for this vital program. Even with this large increase, we are
looking at a 12-18 month delay in the delivery of the first satellite and a very high likelihood of a
gap in our polar satellite coverage. Continued inadequate funding only further jeopardizes this
program. JPSS is essential for the nation and provides the backbone of all National Weather
Service forecasts beyond 48 hours. Without JPSS, our ability to provide timely and accurate
weather forecasts and severe storm warnings for both civilian and military users will
significantly diminish, thereby placing lives, property, and critical infrastructure in danger.
While we all wish that the predecessor NPOESS program had not had the history it did, the
Administration created a new structure that works, and we need this funding to ensure we can
continue to provide this essential service the nation. [ look forward to working with you to
resolve this issue.

Finding the resources for JPSS was not easy. It was one of the tough choices the Department
had to make and is one of several major science-related initiatives in the FY 2012 request:

The President’s FY 2012 request supports steps needed to improve the understanding of our
climate and proposes a no-cost reorganization within NOAA: establishing a Climate Service line
office. NOAA spends over $350 million on climate science and decision support, with the
majority of spending spread across three different line offices. The current arrangement
complicates coordination and the ability for NOAA to provide information to decision-makers
who can use it — whether it’s local governments looking at meeting a growing community’s
water needs, state governments looking at building a new road or bridge, or businesses looking at
long-term site locations and investments. This new line office will allow NOAA to more
effectively and cfficiently provide reliable and authoritative climate data, information, and
decision-support services. The climate service is primarily about providing one place for people
to go to access and be able to use the data we are already gathering — at no additional cost to
taxpayers. A streamlined Climate Service would increase NOAA’s ability to more efficiently
and effectively respond to the demands we are hearing from businesses and communities for
science based climate information to help them make sound investments that lead to economic
growth and innovation, and improve public safety.

The Bureau of Economic Analysis (BEA) provides the tools to identify the drivers of growth and
fluctuation, and to measure the long-term health and sustainability of U.S. economic activity.
One of the most valuable services the Department provides both the business community and
policy makers are timely, accurate, and reliable economic data to inform their decision making.
These key decision makers would benefit from innovative statistical tools updated for the
dynamic changes in the U.S. economy to make evidenced-based choices about growing their
businesses and creating policy that fosters economic expansion. To answer this demand, BEA
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will focus in FY 2012 on producing new economic statistics and tools to enhance its cvaluation
of the economic performance of U.S. industries. The FY 2012 request invests an additional
$10.3 million to create these new products, which includes a new suite of statistics showing the
purchasing power of American houscholds and how it varies across different households and
over time. This will give small businesses information they need to grow.

The U.S. Census Bureau is the premier source of information about the American people and ow
economy. More than just numbers, this information supports important policy decisions that
help improve the nation’s social and economic conditions. Census completed the 2010 Census
and has turned to releasing that data. In the FY 2012 request, the Census Bureau turns its
attention to early planning for the 2020 Census with a focus on cost containment, including an
Internet option, and identifying research-based design options. The FY 2012 budget includes
$69.3 million to begin a three-year research and testing phase for the 2020 Census — with a goal
of designing a census that costs less per household while maintaining quality. The FY2012
budget also includes money to ramp-up for the Economic Census, which collects data every five
years from all businesses in America to provide information that is used throughout the private
and public sectors and that is vital to producing accurate cconomic statistics.

The Census Bureau’s demographic statistics programs provide policymakers with social and
economic data needed to make effective policy and program decisions as well as provide source
data used to create the U.S. official measures of employment, unemployment, consumer prices,
poverty, and widely used measures of income and health insurance coverage. The American
Community Survey (ACS) provides the primary source of demographic and economic data for
small geographic areas. As the federal government’s most comprehensive demographic survey,
ACS results are used to distribute over $400 billion in federal funds. The FY 2012 budget
requests $8.8 million to complete the expansion of the ACS sample size to improve the reliability
of the data at the tract level.

Coastal Communities

The Department of Commerce has the responsibility to sustainably manage our nation’s oceans
and coasts to promote economic sustainability and to ensure that future penerations will also
have the ability to enjoy and earn their livelihoods from these same resources. Impacts to water
quality, fish stocks, and coastal habitat all impact our coastal communities through potential
reductions in local fishing businesses that are the heart of so many coastal communities, tourism,
and storm protection.

The National Marine Fisheries Service (NMFS) manages living marine resources throughout the
nation’s coastal zone and protected areas. We are faced with the challenge of ending
overfishing, improving fisheries management, and putting fisheries on a path to sustainability.
Working with the Regional Fishery Management Councils, in FY 2010, five fisheries stocks
were rebuilt. Based on estimates, rebuilding ULS. stocks has the potential to increase the annual
commercial dockside value by 54 percent, which is an estimated $2.2 billion. The FY 2012
Budget requests $1.0 billion for NMFS, $7 million less than the FY 2010 enacted. Within the
request, $54 million is to provide start-up costs for fisherics recently shifting to catch share
programs, and to develop new catch share programs that incentivize more effective fisheries
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management. Recognizing the importance of increasing the number and timeliness of stock
assessments, a total of $67 million, including $15 million to expand annual stock assessments
which provide the scientific basis for setting appropriate catch limits.

Our oceans, coasts, and marine resources are a source of untold wealth, America has 95,000
miles of shoreline and the world’s largest Exclusive Economic Zone at 3.4 million square
nautical miles. The oceans and coasts provide many goods and services to the nation, including
food from wild fisheries and aquaculture, goods from maritime commerce, ship and boat
building, energy, minerals, tourism, recreation, and pharmaceuticals. Nearly 80 percent of U.S.
import and export freight is transported through seaports. The FY 2012 budget requests $559.6
million for NOAA’s National Ocean Service (NOS), including $8.0 million to support a National
Working Waterfronts grant program lo assist fishing dependent coastal communities adversely
impacted by changes in regulations or environmental conditions that affect fishing resources on
which the community depends and $20 million in grants to support regional partnerships for the
development of comprehensive coastal and marine spatial planning.

Organizational Effectiveness

The Department of Commerce is also committed to organizational effectiveness and is
undertaking a number of initiatives to streamline government and improve how we deliver
existing services to businesses and other customers. Through CommerceConnect, we are
working to connect our infrastructure of web portals and customer service technologies, call
centers, field offices in 18 cities, and training for customer-facing staff among the Commerce
Department burcau’s and their 70+ business-supporting programs. We recognize that the nceds
of any given business do not stop within Commerce’s organizational boundarics. We are
working with other federal, state and local governments, and non-profit partners to build
customer service infrastructure to connect businesses to the right resources. CommerceConnect
is designed to break down silos and make government and partner programs more effective in
serving America’s businesses and entrepreneurs.

CONCLUSION

Ultimately, the FY 2012 budget request for the Department of Commerce is a roadmap for
winning the future by helping American companies be more innovative, export more, and create
and sustain the jobs of the future. The budget strikes a balance between the necessity of
responsible reductions that reduce spending with targeted, crucial investments in foundational
research and development on technologies that will lead to private sector job creation and help
America out-innovate and out-build its economic rivals.

Thank you for the opportunity to appear before you today. 1 look forward to answering your
questions.

10



15

Mr. WoLF. Thank you, Mr. Secretary.

Mr. Fattah, you have a statement you want to——
Mr. FATTAH. I will reserve. Thank you.

Mr. WOLF. Sure. Thanks.

TSUNAMI WARNING NETWORK

A couple of issues and I kind of will jump around. But first we
extend our sympathies to the citizens of Japan. The tsunami that
struck there on March 11, 2011, has caused extreme devastation
and we wish them the best in their recovery.

I think I can speak for other Members, but I certainly speak for
myself that we will support, and I think I speak for this entire
committee, efforts to provide relief and technical expertise and
other forms of support to Japan during this period of recovery.

There has been much discussion since the terrible tsunami in
Japan about our country’s ability to forecast tsunamis. I want to
assure everyone that H.R. 1 does not cut funding for the tsunami
network.

In fact, there are no specific cuts to any program in NOAA. Rath-
er, if H.R. 1 is enacted, the Department of Commerce will be re-
quired to submit a spending plan to the committee for approval.
The committee will work with NOAA to ensure that life and safety
programs are not cut.

For the record, and I will give you a letter before you leave, Mr.
Secretary, the funding levels for the National Oceanic and Atmos-
pheric Administration in H.R. 1 is $4.4 billion. This amount is $456
million or 12 percent above the fiscal year 2008 level but $410 mil-
lion or nine percent below the fiscal year 2010 level.

Between fiscal year 2008 and fiscal year 2010, NOAA funds in-
creased by 22 percent higher than any other program in this bill.
NOAA'’s base funding for tsunami warning network has been about
$28 million since fiscal year 2008.

In addition to this base funding, following the Indonesian tsu-
nami in 2004, NOAA received three supplemental appropriations to
improve its tsunami warning programs and activities. The Con-
gress provided $17.2 million in Emergency Supplemental Appro-
priations Act for Defense, the Global War on Terror, and Tsunami
Relief, 2005. That was Public Law 109-13 for NOAA to enhance
tsunami warning capabilities and operations.

NOAA received another $50 million in the Deficit Reduction Act
of 2005, Public Law 109-171, for tsunami warning and coastal vul-
nerability programs.

Finally, NOAA received another $10 million in the Security and
Accountability For Every Port Act of 2006, Public Law 109-347, for
outdoor alerting technologies in remote communities.

I have been, and we are going to put a copy of the letter in, in-
volved when frankly not many people did very much. We wrote—
I believe you were governor. Were you governor in—when were you
governor?

Secretary LOCKE. From 1997 to 2005.

Mr. WoLF. Yes. We wrote you. We wrote every governor all along
the East Coast and the West Coast. We called the UN. And we are
going to submit a copy of the letter we wrote urging the governors
to act on tsunami activities, because many were not doing what
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they should have done, to move ahead aggressively with tsunami
preparation.

So I will personally tell you we did everything possible and the
staff did, Mike and the staff, to make sure, because when I saw the
scenes of what took place in Indonesia, we forced governors and we
forced administrations and forced localities not only on the West
Coast but also on the East Coast from all the way to Maine all the
way down to Miami to aggressively move ahead. So we have been
involved in tsunami funding issues for a number of years. And we
will submit the letter in the record.

And I believe very strongly in the need for this program and I
personally will assure that these important life-saving programs
such as the NOAA Tsunami Warning Network and associated pro-
grams are not cut.

But I want you to take the letter. And if you would go back and
check your files—if you have access to your files—you will probably
find the letter that I sent you urging you as governor, because the
governors were not doing a very good job, to move ahead aggres-
sively.

NOAA SATELLITE BRIEFS TO CONGRESS

The other thing I want to raise before we get into the questions,
we have been told by the staff for the record no one from NOAA,
and this is with regard to satellites, no one from NOAA or the De-
partment of Commerce has spoken with the Republican side about
funding for the satellites.

We run this subcommittee hopefully in a bipartisan way. I was
chairman of it in a different life for six years. We never made these
issues partisan. We just did not.

Now, I will tell you last year, there are many times the Demo-
cratic administration would not even come up and talk to me. I
mean, I was really not approached. There was an election. It
changed. Some people like it. Some people do not.

But if we are going to have a bipartisan—really to go up and just
talk to one side, which is very appropriate, and not talk to the
other, it is inappropriate.

So I am just asking you, and you ought to tell the head of NOAA,
if they are going to come up and go to one side, they owe it to the
Republican staff and if they are going to talk to the Republican
staff, they ought to talk to the Democratic staff. But they ought to
treat this in truly a bipartisan way.

So for the record, and you are welcome to comment, no one for
NOAA or the Department of Commerce has spoken to the Repub-
lican staff about funding for the satellites. The subcommittee with
the allocation we receive for H.R. 1, the House passed year-long
supplemental, provided anomalies to three only accounts, the Bu-
reau of Prisons, the Broadband Technology Opportunities Program,
aﬁld the NOAA satellites. So much for people even thinking about
that.

I must also point out that the Senate CJS Subcommittee, which
received a higher allocation than we did, did not provide, and the
last time I knew the Democrats were controlling the Senate, Mr.
Reid, a person who I know and like, a good person, controls the
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Senate, and they did not provide any additional funding for the sat-
ellites in its failed CR bill.

So if there’s going to be integrity on this thing, your office and
your CFO and the people in congressional relations, when they
come up to talk to the Republican side, I urge them to tell Mr.
Fattah exactly what you told us. I mean, treat everybody fairly.

And if you are going to come up to talk to Mr. Fattah’s people,
then I would ask you out of respect to come up and do the same
thing to our staff. And why didn’t they do that?

Secretary LOCKE. Are you asking for——

Mr. WoLF. Yes, sir.

Secretary LOCKE. Thank you very much, Mr. Chairman.

I was not aware that there has not been reciprocity and I cer-
tainly would encourage our staff to talk with all sides because we
need as many members of the congressional committees to under-
stand the budgets and the programs and the policies of the Depart-
ment of Commerce.

Mr‘.? WoLF. And would you not agree that this is not a political
issue?

Secretary LOCKE. Oh, very much so. I very much agree that it
is a nonpartisan issue. The funding for any agency is a bipartisan
issue.

Mr. WoLF. Okay. And could you let us know what response you
get from the head of NOAA when you talk or to your congressional
relations office about this?

Secretary LOCKE. I will very much let you know.

Mr. WoLF. Good. I appreciate it very much, sir.

Here is the letter which I will submit for the record. “Wolf urges
Administration to take lead on tsunami early warning systems.
Washington, D.C., Rep. Frank Wolf,”—this is December 29, 2004—
“Chairman of the Commerce, Justice, State Appropriations Sub-
committee sent a letter today to Vice Admiral Conrad
Lautenbacher, Under Secretary of Commerce for Oceans and At-
mosphere, urging the Administration to take the lead in developing
an enhanced tsunami prediction and warning capability for the
U.S. and the world. [ . . .] I am writing today in light of the recent
tragic . . .,” and we will just submit it for the record.

But this committee was very much involved and I personally was
because when I saw those scenes, and when I watched what is tak-
ing place in Japan today, my heart goes out to those people. So we
will make sure that that issue will be dealt with.

And if there is anybody that thinks it is not being dealt with,
just give us a call, area code (202) 225-5136. And if they cannot
reach us, just call the Capitol switchboard and they can track me
down. Now, we will just submit that letter for the record there.

[The information follows:]



FRANK WOLF

Wolf Urges Administration To Take Lead On Tsunami Early Warning System

Wednesday December 29, 2004

Washington, D.C. - Rep. Frank Wolf (R-VA), chairman of the Commerce-Justice-State (CIS)
Appropriations Subcommittee, sent a letter today to Vice Admiral Conrad C. Lautenbacher,
undersecretary of Commerce for Oceans and Atmosphere, urging that the Administration take
the lead in developing an enhanced tsunami prediction and warning capability for the U.S. and
the world.

The CIS subcommittee oversees funding for the National Oceanic and Atmospheric
Administration. The full text of the letter follows.

VADM Conrad C. Lautenbacher, Jr., USN (Ret.)
Undersecretary of Commerce for Oceans and Atmosphere
Washington, DC 20230

Dear Admiral Lautenbacher:

I am writing in light of the recent tragic tsunami in the Indian Ocean, and 1 want to express my
support for this Administration being a leader in developing enhanced tsunami prediction
capabilities for the entire United States and the world.

First, I encourage the National Oceanic and Atmospheric Administration (NOAA) and other
Federal partners to work together to develop a comprehensive tsunami warning system that could
accurately predict a similar event in all coastal areas of the United States and its territories.
NOAA should also coordinate with Federal, State, and local partners to develop a warning
system that will allow for safe evacuation of areas that may be affected by a tsunami.

Further, I support continued efforts by the Administration to work with international partners to
develop a Global Earth Observing System, which should include a worldwide tsunami prediction
and warning capability. I understand that the Intergovernmental Oceanographic Commission of
the United Nations Educational, Scientific, and Cultural Organization passed a resolution last
summer welcoming studies on the development of a tsunami prediction and warning system for
the Indian Ocean and other vulnerable areas, and I encourage the Administration to support this
effort through its partnerships with other countries and international entities, including the World
Bank. It is critical for the United States to continuc to provide leadership in this area so that a
worldwide observing and predicting system can become a reality.

Please report to the Committee within 90 days on your efforts to better predict tsunamis that may
atfect this country and on the Administration's efforts to work with the international community
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to develop a global observing system. I look forward to working with you to ensure that the
Nation and the world have the systems in place to prevent another tragic loss of life like we have
witnessed in areas affected by this recent tsunami in the Indian Ocean.

Sincerely,
/S/

Frank R. Wolf
Chairman
Subcommittee on Commerce, Justice, and State, the Judiciary and Related Agencies

cc:

Donald L. Evans, Secretary of Commerce

Colin L. Powell, Secretary of State

Andrew H, Card, Jr., White House Chief of Staff

John H. Marburger, 111, Director, Office of Science and Technology Policy Joshua B. Bolten,
Director, Office of Management and Budget

Paula J. Dobriansky, Undersecretary of State for Global Affairs

#iH
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FEDERAL BUDGET CONCERNS

Mr. WoLF. You know, I think you know, I think we all have to
be careful when we come—I am going to get this—kind of cleanse
this to get this off my chest, too, because I know it would have
come out later on. Any cuts that are coming, some may be in areas
that I do not particularly like. I gave a statement on the Floor of
the House, and I said I worry about the poor.

In Proverbs, it says when you give to the poor, you give to God.
And I worry about the poor. But this Administration has failed to
come forward to deal with the fundamental issue that Senator
Warner and Senator Durbin and people like that, and Saxby
Chambliss, are trying to do to get control of the entitlement issue.

And Ruth Marcus from the Washington Post did a story titled
“Waiting for Waldo.” The President of the United States appointed
the Bowles-Simpson or Simpson-Bowles Commission. I have said I
will support their recommendation. There are some things in there
that I may not completely agree with. Hopefully it will be done in
such a way that we can have an amendment process to argue these
things out knowing that we have to come to whatever numbers. If
you want to change something, then you would have to offer some-
thing.

But the President has failed to come forward, so to say—and last
month in February, the shortest month of the year, we had the
largest, I think, deficit we have ever had for one month. It is a def-
icit for one month that we used to have for years that people used
to complain about.

And I think you have done a good job. Personally I was really
sorry, glad because I think you will be tougher in China than the
current ambassador was and maybe the previous Administration,
because we have had conversations, and I know what you care
about, so I was kind of glad, but I was sorry to see you appointed
as Ambassador to China because I think what you have done at
Commerce and the idea of increasing exports, so you are going to
be out of the Cabinet.

But the next time you say, say there is this congressman named
Wolf, maybe it is Fox, Wolf, say I forget his name, but he is saying
the President has to come forward to deal with the deficit and he
ought to do it by the end of this year.

And if we come forward in a bipartisan way, if Tom Coburn and
Dick Durbin can sign that, and I have listened to Mr. Fattah, he
said he could and I could, if we could do that then, but we really
need the President to provide that leadership.

So as we agonize about some of these cuts, and some are difficult
and some I am not anxious about doing, but until you deal with
the entitlements—Willy Sutton, the bank robber, said he robbed
banks because that is where the money is. The money is in Medi-
care, Medicaid, and Social Security.

And also I hear the President, just to get it off my chest, talking
about how great it was working with the Republicans and Demo-
crats in September. We got this tax bill passed. It shows you we
can work together. That is like giving candy away. Anybody can
work together to give things away.
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In that, and one thing with regard to the payroll tax, with regard
to Social Security, that will cost the Federal Government $112 bil-
lion. You gave Jimmy Buffett and Warren Buffett a Social Security
tax break. Neither of them needed it. Neither of them wanted it.
You would have been better giving it to the poor or putting it in
math and science and physics and chemistry and biology.

So the President has got to come forward on this issue and work
with Speaker Boehner and work with Mr. McConnell and Mr. Reid
and the Speaker and former Speaker, have everyone come together
in a bipartisan way to get these ideas out. And if we do that by
the end of the year, then I think we can resolve a lot of the issues
that have come up.

And I have taken more time. I am just going to go to questions
and go to Mr. Fattah since he did not have an opening statement.

OPENING STATEMENT BY REPRESENTATIVE FATTAH

Mr. FATTAH. Thank you, Mr. Chairman.

And let me say just so there is no confusion, my office, you know,
because we have not been on the subcommittee as long as the
Chairman has been and we are trying to learn about these various
agencies, so we are asking agencies—and I am traveling. Like I
was out in your district. I visited the Center for Missing and Ex-
ploited Children. I am trying to see and learn as much as I can
about all of the agencies.

So if my staff invited NOAA up to talk to me, it was not as if
NOAA was seeking to somehow just come see me versus see you
or whatever. That was a request made. You know, as we are mak-
ing it, I met with any number of people who are affected by the
bill only so that I can be as prepared as possible to work in a bipar-
tisan way with the Chairman, because I am convinced that we can
have a bipartisan bill.

So I do not want the Secretary to bear the burden for the zeal-
ousness of my staff trying to make sure that I am adequately in-
formed. And I do not believe that in any way that NOAA would be
seeking to give—if they were going to provide one side information,
you would want to provide it to the majority because in this House,
the majority has its way and in the minority, we get to have our
say.

So I do not think that they would be—they would be ill advised
if they just provide information to me. So I want to clarify the
record in that respect.

And this hearing, Mr. Secretary, has been moved from 2:00 to
1:30 and I was off campus giving a speech and we had some secu-
rity issues getting back on campus with some traffic. So I apologize
for being a few minutes late.

I know that the Ranking Member of the full committee is here,
and I know my seniority, so I will be glad to yield to Ranking Mem-
ber Dicks first and then we will go on from there.

Mr. Dicks. Let me just say there has been a lot of discussion
about this, and I appreciate the Chairman’s leadership on this
issue over the years. And he has always been extremely fair.

What we are worried about is the level of these cuts in NOAA
and whether that will affect the weather service.
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NOAA FUNDING LEVELS

Mr. Dicks. Okay. Here are the numbers. The request in 2011 for
operations, research, and facilities is $3.3 billion. H.R. 1 cuts it to
$2.8 billion.

Will that have a negative effect on the weather service and on
our buoys and on our tsunami early warning system? I am told
that would be a 28 percent cut.

Secretary LOCKE. Well, Congressman Dicks, let me just say that
if we are looking at, for instance, just the 2010 enacted budget and
if you exclude all the extra spending that was associated with the
census, first of all, let me just say that the 2012 President’s request
for Commerce is roughly $822 million above the 2010 enacted
budget of which the President has requested almost $687 million
for JPSS, the satellite program, which only leaves about $135 mil-
lion for all other programs and activities within the Department of
Commerce.

Now, if we then look at H.R. 1 and to the operations, research,
facilities portion of NOAA’s budget, that is where the weather serv-
ice and other programs, tsunami programs are located, H.R. 1 spe-
cifically reduces the level of funding for that segment of NOAA’s
budget by 16 percent from the 2010 enacted level and

Mr. Dicks. And that number is $450 million?

Secretary LOCKE. I would have to get you the exact figure.

Mr. Dicks. Yes. We do not have your

Secretary LOCKE. I do not have that in front of me. But obviously
we can always try to prioritize and we will try to be as efficient
as possible. But you just cannot avoid the math, 16 percent cut,
and that includes not just—I mean, if we were to keep all the tsu-
nami programs intact, we would have to make those cuts else-
where, whether it is in hurricane forecasting or ocean navigation
for ships, et cetera, et cetera.

And right now, and I do want to thank the Congress and the
chairman’s leadership in the past in the aftermath of the tsunami
that hit Indonesia. As I indicated, at that time, we only had six
buoys in the Pacific and now we have some 39, thanks to the lead-
ership of the chairman and other Members.

[The information follows:]

NOAA FUNDING LEVELS

NOAA Operations, Research, and Facilities account is set at $2.9B, $454.3M
(14%) less than the FY 2010 Discretionary Appropriation of $3.3B.

Mr. DIcKS. Seven of those buoys——

Secretary LOCKE. But seven of those are down for maintenance.
And under the Continuing Resolution, we do not know if there is
funding or what the level of funding will be as others come on line
for maintenance and will they also have to go down. What do we
do about—you know, tsunami warnings involve satellites. It in-
volves the research centers, the stations. It is not just the buoys
that have to be maintained and the interpretation of the data.

If we ensure that nothing surrounding tsunami warning systems
is touched, then we are going to have to take the 16 percent sav-
ings or reduction in costs some place else, whether it be on the hur-
ricane forecasting, and the list goes on and on.
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Just from a math level, there is no way that we can avoid com-
promising the programs that safeguard our country. We are going
to have to make some very, very tough choices if that is the deci-
sion of the Congress.

But the 16 percent cut off of current levels and right now we are
not even issuing contracts for the maintenance or the upgrading of
the buoys that are out of commission.

Mr. Dicks. The other account here in NOAA is procurement, ac-
quisition, and construction. And in 2010, that was $1.3 billion. The
President’s request was $2.1 billion. And the H.R. 1 amount is $1.4
billion. That does not sound as bad to me, though it is a cut from
the fiscal year 2011 request of $728 million.

So that is another very significant—and does that have any ef-
fect—procurement, acquisition, and construction—on the weather
service or early warning systems?

Secretary LOCKE. Well, in H.R. 1, there is a slight increase——

Mr. Dicks. Is that where the satellite is?

Secretary LOCKE. That is where the Satellite Program resides.
And because the 2011 budget has really not been enacted or the
President’s 2011 budget has not been acted on, there was a sub-
stantial increase for the next phase of the satellites contained in
the 2011 budget.

So assuming that there is nothing in the 2011 budget for the sat-
ellites, then that cost is now pushed on to the 2012 budget which
is why the President has asked for $687 million for the phase of
the Satellite Program.

But under H.R. 1, we are only basically given $95 million extra
to accomplish that task unless we cut back everything else in the
rest of the procurement, whether it is on ships and other capital
projects within NOAA.

The problem with not moving forward, and we are already be-
hind schedule on the Satellite Program, and your committee and
other committees of Congress have looked at that Satellite Program
extensively, we have had to cut back the number of satellites. And
even with that reduced number, the costs have grown.

And that is why a whole bunch of blue ribbon commissions have
called for the complete restructuring of what used to be called the
NPOESS Program, now called the JPSS, in which the Defense De-
partment is no longer in charge. It is now a collaboration between
the Department of Commerce and NASA.

But we are already behind schedule and there will be a gap be-
tween the existing satellites that provide that weather forecasting
afr}d when the JPSS satellites will come on board. And our accuracy
0

Mr. Dicks. And that weather forecasting is important to early
detection, right?

Secretary LOCKE. We are now able to provide forecasting as far
out as seven days, whether it is for hurricanes, major snowstorms,
aCnd so forth, especially over Alaska and other parts of the East

oast.

Once that gap occurs, for however long it takes until the sat-
ellites are in orbit, our ability to accurately predict with confidence
weather patterns, whether hurricanes or major snowstorms, will be
reduced down to three to five days.
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Mr. Dicks. Thank you, Mr. Chairman.
Mr. FaTTAH. Thank you, Mr. Chairman.
Mr. WoLF. Thank you.

GULF OIL SPILL

Mr. Bonner.

Mr. BONNER. Mr. Secretary, I echo the comments made by Chair-
man Wolf and the ranking member and others that we are grateful
for your service to our country and we are proud that the President
has asked you to take on this important role as our next ambas-
sador to China. We wish you good luck during the confirmation
hearings.

I get a little concerned as I was thinking about focusing on the
oil spill because you mentioned it in your testimony, and I am
going to come to that, but I must tell you as tragic as it is, and
it is of epic proportions, the story line that is playing out in Japan
and our collective hearts of the country and prayers are with the
people there, the earthquake, the tsunami, the nuclear issues that
they are dealing with.

And, yet, it is very frustrating to hear that we either have to
support satellites for tsunamis or satellites for hurricanes because
some of us live along hurricane alley.

It is hard to believe Chairman Wolf mentioned this. I mean, last
month, the deficit was $223 billion. And it was not that many years
ago when that would have been the deficit for the whole year.

And while you said the budget is lean and we have made cuts
to outdated programs, I do not know if that is a part of the testi-
mony or if you could provide us some of the areas that you have
chosen to cut that are outdated, secretary after secretary, adminis-
trator after administrator comes up to this committee and other
committees talking about the cuts that they are prepared to make
and, yet, they still add up to pennies on the dollar in terms of what
we have.

In many ways, it is appropriate that we are sending one of our
best over to China because you are basically going not only to rep-
resent our country, you are also going to the banker for us to plead
our case as 42 percent of the money that we are spending right
comes from other—not all from China, but much of it from China.
So we are facing serious challenges here as well.

You know, you know this because you were governor and when
you are governor, you represent the whole state. And I guess when
you are the county administrator or whatever Mr. Dicks said your
earlier positions were, your jurisdiction has increased and now you
represent the whole country. We represent the country and, yet,
we—because of the body that we serve in and, yet, the people in
our respective districts send us here, give us the privilege of rep-
resenting them. And I will tell you, you mentioned it in your testi-
mony about the Deepwater Horizon, as a Nation, we have a pro-
pensity to move on to the next tragedy, the next disaster, the next
hurricane or whatever it is. But our area, the Gulf Coast is still
struggling.

And I hope that if you can speak for the Administration or, if
not, you can carry this message or this request back to the Admin-
istration, I think all of us along the Gulf Coast will admit that Lou-
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isiana bore the largest environmental impact from the oil spill, but
the economic impact, which the Commerce Department has been
very focused on.

My congressional district was Ground Zero. And I hope that as
the different agencies and departments, the Homeland Security
and Justice Department, all your colleagues around the cabinet
table, I hope they understand that as we are looking at long-term
recovery for an area, this is not parochial just to south Alabama.

You know, a couple years ago, we were all wringing our hands
about what might happen if Greece fails. And Greece is about a
$356 billion GDP a year.

But if you go from the Keys in Florida all the way to the tip of
Texas, the five Gulf Coast states, it is $2.8 trillion impact one year
GDP. So it is a big part of the national economy.

And T just hope that you can convey the best—I hope it is some-
thing you believe as well, that as you are looking to make the area
whole on the environmental loss, that we do not forget the eco-
nomic loss because it has been substantial, especially in tourism-
dependent economies like mine and Congressman Miller’s from
Pensacola, Florida, and others.

So that is really not as much of a question as a request. Please,
whatever you can do in your remaining days and weeks as sec-
retary of Commerce, remind others in the Administration that the
economic loss is critically important to address as well as the envi-
ronmental loss.

And the question part of this would be can you give us from your
perspective what has been one of the lessons learned?

I mean, not only are we watching the tragedy play out in Japan,
but with what is going on in Egypt and Libya and the price of gas
shooting through the roof, I know you are not the secretary of En-
ergy, but we are all concerned about the fragility of this economy,
of this recovery. And here we are. We have got moratoriums on
deep water drilling. Nuclear policy may be up in question now.

What would you say from your seat as a key member of the
President’s cabinet would be a lesson learned from the federal re-
sponse to the worst environmental oil spill in the history of the
world last year?

Secretary LOCKE. Well, thank you very much, Congressman Bon-
ner, for that.

And let me just say that having been a governor, having presided
over the dot com bust as well as the huge recession that struck the
entire country and the aftermath of September 11th and having
been a budget chairman writing budgets for the State of Wash-
ington, we have had to make tough choices. And it is a matter of
setting priorities.

And I very much agree with Chairman Wolf and the other Mem-
bers of the committee that we have to make these tough choices.
There is not enough money. There will never be enough money to
satisfy everyone’s wish list.

And let me just say that the President is very committed to try-
ing to reduce our deficits. You know, he did create those fiscal com-
missions. And I have heard him speak with Members of Congress
and the governors saying that he is very serious about trying to
tackle the issue of the entitlements.



26

Then when we talk about the current debates over the budget,
it represents really a very small fraction of the entire federal
spending and that to really get to the deficits and to get our coun-
try on a path of long-term prosperity, we have to look at those
other issues including Medicare, Medicaid, and Social Security.

And he is very eager to do that in a bipartisan fashion working
with the Members of the Congress. That is why his budget proposal
for 2012 does call for a freeze on discretionary domestic spending
and actually reduces spending by some $400 billion and as a per-
centage of GDP would be the smallest in terms of discretionary do-
mestic spending since President Eisenhower was in office.

Nonetheless if we are to really focus on making sure that Amer-
ican companies and the American economy can withstand some of
these challenges from external forces, whether it is environmental
disasters or other economies, we have got to make sure that our
economy is strong and robust.

And that means focusing on innovation, research, and develop-
ment. That means, as the President says, we need to out-educate,
we need to out-innovate, we need to out-build the rest of the world.
And that, of course, in this tough fiscal climate requires some hard
choices.

That is why the President has really focused on enhancements.
For instance, keeping the budget flat, making deep cuts in other
portions of the programs, of the budget, the Federal Government,
while having enhancements in other areas, or whether it is in edu-
cation, expanded R&D, and making the R&D tax credit permanent,
whether it is in collaborations with the private sector, to really
spur some of the innovations that will create new jobs and new
technologies that will help us. This includes regulatory reform, to
try to simplify and redo some of the regulations that we have to
make sure that they are not a burden on job creation.

And I think what you see in the President’s 2012 budget request
is that balance, holding domestic discretionary spending flat, not
calling for pay raises for federal employees, making deep cuts in a
whole host of different programs while putting investments in
those areas that will actually create jobs down the road.

And, you know, you talk about the Gulf states. We have had to
put additional funds in there to try to stimulate the economy and
to help the economies adjust to the Deepwater Horizon disaster.
That may not have immediate payoff right away, but it is laying
the foundation for job growth and economic diversification in the
out-years, the same way with some of the programs in the Recov-
ery Act.

There were some projects that were immediate job creators and
others were laying the foundation for job creation and competitive-
ness for American companies two or three years down the road to
make sure that we are turning our economy around so that as we
begin to recover, we are not focused on the same old industries or
the same economic recovery as past recessions which turned out
not to be very smart, focusing on debt and consumption and focus-
ing on real estate speculation.

And so now we are looking at the better industries of the future,
like broadband, 120,000 miles of laying fiber optic cable so that
people in the rural parts of America can sell their products and
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services and market their bed and breakfasts and their products all
around the world and sell to the world instead of waiting for cus-
tomers to come to them.

Mr. BONNER. I hope we can count on you to deliver the message
to the President. You know, he is the one who made a commitment
to the Nation that they were going to stand by the people in Gulf
Coast. And we are going to hold him to that commitment. And it
includes economic loss as well as environmental loss.

And I hope that we can also count—I mean, it is great to say we
are concerned about the deficit and we are going to work with this
there. It is good to have you reiterate those words, but I think
Chairman Wolf, I think Mr. Dicks and others have said we really
are going to need the President to step in that ring with us. It is
going to require strong leadership from the White House as well as
from Congress.

Thank you very much.

Secretary LOCKE. Thank you.

Mr. WoLF. Before I go to Mr. Fattah—do you want me to go to
you, Mr. Fattah? No. I am going to go to you.

When are you leaving? When do you expect to be going to China?
When are you stepping down?

Secretary LOCKE. That is up to the Senate.

Mr. WoLF. Oh. But, I mean, as soon as they confirm you, are you
off and then——

Secretary LOCKE. Well, we are trying to work that out.

Mr. Dicks. You cannot hold two jobs at once.

Mr. WoLF. What is your expectation?

Secretary LOCKE. We really do not have a date yet. The paper-
work has not been filed, has not been completed. Plus I may be
going to China before the rest of the family. The kids are in school
in the Montgomery County school system until the third week of
June.

Mr. WoLF. Okay. But, I mean, you will be, as soon as you are
confirmed to be ambassador to China, you will be gone and I think
that will be controversial. So it would be within the next month or
two do you think?

Secretary LOCKE. I cannot give you a time frame, Congressman.
I really do not know what their schedule is and how soon their
processes will take.

Mr. WoLr. Okay. Mr. Fattah.

U.S. MANUFACTURING

Mr. FATTAH. Thank you, Mr. Chairman.

Mr. Secretary, I wish you well in whatever position you are in
and going to. And I know you will represent our country well.

Let me start here on manufacturing. What is the leading manu-
facturing country in the world?

Secretary LOCKE. The United States is.

Mr. FATTAH. There is a belief that somehow we are not, that
there are Members of Congress, there are people who write edi-
torials who believe we do not make anything in this country. Now,
I have over 5,000 manufacturers in the Philadelphia area alone.
We were able and honored to have you visit one of our companies,
Penn Reels. They make world-class fishing reels and have no com-
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petitors anywhere in the world that can compete with them. It is
in my district. But we also have—I mean, we have great manufac-
turers, but all over the country.

And now the Department has a program called the Manufac-
turing Extension Partnership Program working with manufactur-
ers in states like Michigan; I have heard from and all over the
country.

And I know that the President’s budget in fiscal year 2012 makes
a request of, is it $140 million? And if you could just talk a little
bit about the work of the Department to assist American manufac-
turers continue to lead the world in making products, that would
be my first question.

Secretary LOCKE. Well, first of all, we are very, very proud of the
MEP Program, the Hollings Manufacturing Extension Partnership.

And it has been shown that for every dollar of federal invest-
ment, we actually help generate some $32.00 in new sales growth.
We actually helped some 34,000 manufacturers last year and more
than 17,000 jobs were created.

What we do is go in and partner with the states and look at the
processes of manufacturing facilities to help them reduce their
costs, to be more efficient, to be using less inputs, whether it is
electricity or chemicals so that they are more lean and mean and,
therefore, more viable and competitive. And then we also help them
sell their products around the world. So the President has asked
for a 12 percent increase in that particular budget.

But the other things that we are doing to help American compa-
nies is, for instance, the Patent and Trademark Office. We are on
a mission to get the—now it takes almost three years to get a pat-
ent. I mean, if you are a really small inventor, that is unacceptable.
You cannot raise capital. You cannot get people to invest in your
new idea, your invention. It could be a life saver.

If you cannot prove to them and show them that you have a pat-
ent, it is like going to the bank and saying give me a loan to re-
model the house, but I cannot prove to you that I have title to the
property and you are going to have to wait three years. You are
just not going to get that financing.

So starting next month, we are starting a program in which we
will virtually guarantee that for a small extra fee that we will issue
a patent or make that patent determination within one year and
that——

U.S. MANUFACTURING—EXPORTS

Mr. FATTAH. Mr. Secretary, I am sorry. Is it true that only one
percent of American companies export?

Secretary LOCKE. That is true. Only one percent of U.S. compa-
nies export and exports make up only about 12 or 13 percent of our
GDP. It is significantly much lower than, for instance, countries
like Germany which have high wages and strong unions and, yet,
they export a lot more.

One percent of U.S. companies export. And of that one percent,
58 percent export to only one country, typically Mexico or Canada.
So 58 percent of all U.S. companies that export export to only one
country.
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And through our efforts of the International Trade Administra-
tion and working with the Export-Import Bank, Small Business
Administration, Department of Agriculture, and other federal agen-
cies, we are on a mission to especially help small- and medium-size
companies export to two or three extra countries.

Mr. FaTTAH. Well, in my early life in the Congress a few years
ago, we had all of these entities come together in Philadelphia to
meet with some of our manufacturers. Peanut Chews are made in
Philadelphia. They are the best candy in the world. And now they
are sold in 45 different countries because of the work of some of
these agencies.

So it is something that all of our manufacturers need to learn
about, these services that are provided. You know, we have the
Overseas Private Investment Corporation. Export-Import Bank, I
met with a manufacturer this morning from my district whose com-
pany was involved in providing the drill that got the Chilean min-
ers out, but needed a loan guarantee to do some work in Iraq and
got it done, got the insurance and the bonding through the Export-
Import Bank.

So these are entities that are available and we need to make
sure that they have the kind of support that they need.

NATIONAL DEBT

Let me move on. I do want to make some comments about this
debt. Because I have been here for a minute. I was here when we
voted to balance the budget under the Clinton administration. I
voted to balance the budget then. We raised some taxes. We cut
some programs. It was a bipartisan vote of Democrats and Repub-
licans and Republicans were in the majority. And in the waning
days of that administration, we were very proud of the fact that we
were paying off the national debt. We had Alan Greenspan testify
at the beginning of the Bush administration that at the end of that
eight years we could pay off our entire national debt, and what
that would mean for our economy.

But the Bush administration took a projection of a $3 trillion
surplus, it is like a weather forecast, and they decided they wanted
to do a tax cut and gave away $1.5 trillion. And then we went to
war. Two wars we have been in for a decade. And unlike any other
time in our country’s history we did not pay for it. We did not have
a war bond, or a war tax. We just added that to the debt. And then
we increased domestic spending.

So when President Obama was sworn into office the national
debt was over $10 trillion. We were losing 800,000 jobs a month.
So this is not a partisan, there is no partisan ownership of the
debt. This is the United States of America’s debt. We should pay
it off. We should not leave it for our children. We, and it is not just
entitlements. We should reign in entitlements, but that is really
about future obligations. That is not about the debt. The debt is al-
ready here and now. And we have the lowest tax rates, the lowest
since 1950 because we have a generation of adults who decided
that we want to have all of this and we do not want to pay for it.
And that is why we are in debt.

So even when we reign in entitlements, and I am for doing what-
ever we have to do, I can support the President’s Commission, I
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can support the Chairman’s Commission, it is not going to do any-
thing about the debt. The national debt, this mortgage on our coun-
try that is, when Bush came into office it was $5 trillion. When he
left, when the new President was sworn in, the one that they want
to heap this blame on, it was $10 trillion. All right? And now we
have to address it. That is our job. And as a Congress I have never
heard this fidelity to a President’s budget. It has always been
known to me that the President proposes a budget and we dispose
of a budget. That is what we do. That is our committee. We decide
what we are going to spend money on.

And so I just want to, I want to thank you for your leadership.
We have had twelve months of net increases in jobs. We need to
get out of the partisan foolishness and focus on our responsibilities.
One is to pay our bills rather than when you go over to China. I
do not want you visiting our bankers, all right? Because we need
to have a much stronger discussion with them. When I talk to
manufacturers in my district they say that every time they get a
product into the Chinese market they reverse manufacture it and
before you know it they, because there does not seem to be a lot
of adherence to this intellectual property notion, right?

So we have to think about what we are doing as a country. I
agree with the chairman on this, that whatever we have to do on
NOAA we should do, and to make sure that we can deal with
warnings. But we do not have to wait for a buoy out there to tell
us about the debt. We do not have to wait for any NOAA satellite
to tell us. We know what the debt is. We know how we got it. And
we know that at the end of the day we have to pay the bill for it
or our children and our grandchildren have to pay the bill. Thank
you.

Mr. WoLF. Thank you, Mr. Fattah. Mr. Graves? Mr. Yoder.

DEPARTMENT OF COMMERCE FUNDING LEVELS

Mr. YODER. Thank you, Mr. Chairman. Mr. Secretary, thank you
for being here today. I appreciate the opportunity to ask you a few
questions. I was listening to your testimony at the beginning and
was trying to understand your request for your 2012 budget sub-
mission through the President’s 2012 request. You say that was
$822 million greater than your 2010 expenditures?

Secretary LOCKE. That is correct.

Mr. YODER. Okay. And

Secretary LOCKE. That is if you take out the unusual spending
for the Census that was part of that 2010 budget. So, I mean obvi-
ously, the 2010 Census is over and we are not going to be con-
tinuing that to the same degree that we had. So if we back out a
lot of those extraordinary one-time costs so that we are not really
comparing apples and oranges the President’s budget request for
2012 is roughly $822 million above the 2010 enacted budget.

Mr. YODER. And how much is the 2010 enacted budget?

Secretary LOCKE. The 2010 enacted budget, if you take out the
2010 Census, was $7.9 billion.

Mr. YODER. Okay. So you are asking for, what is that? What per-
centage increase are you asking off of your current expenditures?

Secretary LOCKE. I would have to do the math on that. I am
sorry.
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Mr. YODER. But $822 million off of roughly $8 billion?
Secretary LOCKE. Correct.
[The information follows:]

DEPARTMENT OF COMMERCE FUNDING LEVELS

The proposed FY 2012 Budget request of $8,761 million is $822 million more than
the 2010 enacted budget level ($7,939 million) when the $6 billion is excluded for
the Decennial Census. To clarify, the percentage increase is roughly 10.4% over
2010 levels.

Mr. YODER. So about a 10 percent increase, just——

Secretary LOCKE. Yes.

Mr. YODER [continuing]. Roughing it here? And I, in entering
into this conversation we have had

Secretary LOCKE. Of which the vast majority is for the JPSS Sat-
ellite System. $687 million, almost $700 million of that $822 mil-
lion is for the satellite work.

DEPARTMENTAL EFFICIENCY

Mr. YODER. Okay. Well in light of particularly some of my col-
leagues comments prior to my questions in relation to this horrible
debt burden that we have, and many of the speakers have already
laid this out, and I know you understand it and I know you are
concerned about it as well as every American is, I am troubled by
departments and agencies that come forward in light of these con-
versations asking for additional spending. And so I am wondering,
instead of asking the Congress to borrow another $822 million from
the next generation, have you done as a Secretary, or have you had
your heads of departments, look for efficiencies? We all know busi-
nesses and families across this country have cut spending. They
have had to do more with less. Most of our constituents are getting
by with less money. And many of them would love a 10 percent in-
crease, even if it was for a major project, a satellite project. Or in
their regards, you know, some home improvement project. They
would love to be able to increase their discretionary spending in
that regard.

So I guess my question is, what is the, what work have you done
to try to find that $822 million internally? And do you feel that
there is waste and inefficiency in the Department of Commerce?

Secretary LOCKE. Well first of all let me just say that we are very
proud of our emphasis on efficiency and trying to save money. As
I indicated in the very beginning, we returned or saved the Amer-
ican taxpayers almost $1.9 billion on the 2010 Census. Some of
that, of course, was because of reserves that we did not have to tap
into. We did not have hurricanes or major natural disasters that
impacted the Census. That was money that had been set aside in
case of those catastrophes that did not have to be used.

Also the 2010 Census was written up by the GAO and the In-
spector General as perhaps the project most likely to fail in the fed-
eral government. It indicated that we had to set aside reserves to
really look at things like the computer systems that were cobbled
together because the previous administration had let out a contract
for hand held computers. We paid out virtually all the money and
got absolutely nothing in return. Absolutely useless for following up
with households that did not mail back the Census form. And so



32

we had to scramble and go back to a paper and pencil system and
cobble together a new computer system. It had never been com-
pletely tested so there was a great fear that it would not work. And
thanks to the incredible management of the folks at the Census
Bureau, the system held together. We had to make a lot of adjust-
ments in how we use the computer system but it held together and
it worked.

Then we embarked on an emphasis on management, and empha-
sized to the American public with advertising campaigns the need
to send back the questionnaire. Virtually half the savings was from
that, having a very successful effort of the American people to re-
turn the questionnaire so that we did not have to hire people to
go door to door. And that is how we were able to achieve the $1.9
billion savings, or returning it to the taxpayers.

In the Economic Development Administration we have cut the
time it takes to process an Economic Development Grant, whether
for a scientific park, an industrial park, or wastewater treatment
facility, or even a port project, from six months to one month with-
out spending extra money.

Our Patent and Trademark Office, has been able to reduce the
backlog by 10 percent even though patent applications have gone
up.

And on program after program we are achieving savings. We are
embarked on a major acquisition reform that we believe will save
some $50 million in the next budget cycle. We have made savings
of some, $255 million. Which includes, for instance, IT eliminating
programs that we do not think really work. And for instance, on
international trade we can help American companies grow, sell
more of their products around the world, by focusing on inter-
national trade and export promotion. But the President has also
asked for an enhancement so that we can staff some of these of-
fices, foreign offices, where the people’s sole job is to find buyers
and customers for U.S. companies. We are also proposing to close
down and pare down some of the staff in those areas that are not
areas that would see great growth or have great potential for ex-
ports.

So we are trying to prioritize. We are really trying to go to our
strengths and cutting back on those things that are not as produc-
tive.

FREE TRADE AGREEMENTS

Mr. YODER. Mr. Secretary, I appreciate that answer and appre-
ciate your thorough response and the work that you have been
doing to try to find reductions. I just think it would be difficult to
go home to constituents and tell them I know you having to cut
back, and you have lost your job, but we have got to continue to
increase spending. And so while it sounds like you have done a
number of things in the right direction, my encouragement would
be to continue to try to find that $822 million from additional sav-
ings. It sounds like you are heading down the right track. It just
appears we need to go further. And I would find it difficult to sup-
port additional spending given the state of the debt and the state
of many of our constituents who are some of them struggling to
survive. So I appreciate that.
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My next question relates to trade and I noted in your testimony
that you have expanded the amount of goods and services that
have been exported, and you have taken some good credit for some
things that you are doing in that regard. I guess my question
would be, how much of the expansion in exports is related to our
currency, the dollar value in the global marketplace, and in terms
of when we are trading with other partners how much of that ex-
port is related to undervalued currency, such as in China? And how
much is related to programs that we are doing as a Department
of Commerce? And then with that as a follow up, where are we on
the free trade agreements and why are those taking so long? A lot
of folks ask me at home why those thing continue to lag within the
administration.

Secretary LOCKE. Well I cannot give you, I do not think any econ-
omist could actually attribute the growth in exports to the move-
ment of the currency, the Chinese currency, to the various pro-
grams, or to just changing world conditions. I can tell you that, for
instance, when the President was in India he was able to help land
over $11 billion worth of trade deals and sales resulting in sup-
porting some 50,000 American jobs. We have led a record number
of trade missions bringing hundreds of companies with us and im-
mediately they were able to report $1 billion of increased sales.

But the federal agency and all the federal government’s, or all
the agencies within the federal government are working at a very
intensive and collaborative fashion to really help promote exports,
helping especially small- and medium-sized companies. And we are
not trying to do it using just federal dollars. We are actually
partnering, for instance, with the National Association of Manufac-
turers, letting them identify their top companies that they think
would benefit from assistance from the Department of Commerce
finding buyers and customers for them. We were actually working
with UPS and FedEx, where they are identifying their customers
that they feel are most likely to take advantage and benefit from
our programs to sell to more countries. It is in their economic self-
interest because the more their customers are shipping, the more
revenues for those private sector companies. This enables us to
meet our goal of helping double exports without having to use
scarce federal dollars.

These are all part of a collaborative effort. But we can tell you
that we are on track to meet the President’s goal of doubling U.S.
exports over the next five years. When the President first an-
nounced that there were many who were skeptical that it could be
done. All it takes is a 14 percent increase in exports every year,
and when you compound that, add that on top of the previous year,
over five years you will be able to achieve that goal. Last year we
were up 17 percent. Exports to China were up 32 to 34 percent. Ag-
ricultural exports are the second highest in U.S. history and we
have a trade surplus there. Tourism, foreign tourists coming into
the United States is considered an export. It is foreign money buy-
ing American products and services. Instead of occurring let us say
in Germany it actually occurs on American soil when those German
visitors come to America. Those were up 11 percent last year over
2009 and expected to grow an additional 7 or 8 percent this coming
year. So all of these things are having an impact.
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That is why the trade agreements are important and that is why
we are very pleased that we were able to reach an agreement with
Korea. You know, the President did set an initial timeframe, a
deadline, a goal of concluding the Korea Free Trade Agreement in
November in time for the G—20 meeting that was being held in
Korea. But he walked away from that deal because he did not feel
it was good enough. And thankfully he turned down what was then
on the table because it enabled him to go back in a stronger posi-
tion and get a deal that both the auto workers and the auto dealers
support. And so it was a much better deal. And it shows that if we
are not bound by an arbitrary deadline, or a linkage with other
trade deals, that we are able to negotiate from a position of
strength. And that is why the President wants to conclude an
agreement with Panama and Colombia but does not feel that we
should be tied to a particular deadline because that just gives those
on the other side of the negotiating table greater strength. If they
know that we have to reach a deal by a certain time frame then
they will hold out and we will not get the best that we can get.

TELECOM SPECTRUM

Mr. YODER. Well I appreciate that very thorough answer as well,
and many have made the deadline argument as well in the issue
over the Middle East and our military efforts there. And so it is
interesting in some regards deadlines are useful and in other cases
they are not. And so the next question I have I guess relates, and
one more, Mr. Chairman, and then I will yield back, relates to just
an issue with GPS.

Recently the FCC allowed a waiver for a company to repurpose
satellite spectrum immediately neighboring that of GPS for use in
extremely high powered ground based transmissions. And I just
want to, I know you have, I think it is the NTIA that manages the
telecom spectrum, I want to sort of put this in your radar so to
speak and see if you could help us with this. Because there are
some companies that produce GPS products in the GPS industry
that have serious concerns that this planned use is incompatible
with existing GPS use. And I want to know if you are familiar with
that, and if you have any comment? Or maybe you could get some
information back to us?

Secretary LOCKE. As I understand it, Congressman, that relates
to a specific company.

Mr. YODER. Yes.

Secretary LOCKE. And I understand that the FCC did grant a
provisional authorization in the issue at hand, provided that some
of those technical issues could be worked out. And I do know that
our folks at NTIA are working with that particular company to ad-
dress that issue so that that provisional authorization can move
forward.

Mr. YODER. Thank you, Mr. Chairman. I yield back.

WORLD MANUFACTURING LEADER

Mr. WoLF. Thank you. Before I go to Mr. Serrano? Mr. Serrano
is not there? Okay, I think he came in, am I wrong? Or who should
I go to? Okay. I was right? All right, I just wanted to, I have a com-
ment here, on the manufacturing. Earlier this week the Financial
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Times reported that China officially has displaced the U.S. as the
world’s leading manufacturer, the first time a country has topped
America in 110 years. So you might want to take a look at that Fi-
nancial Times report. And what we will do is get a copy of that and
put it in the record at this point.

[The information follows:]
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China noses ahead as top goods producer

By Peter Marshin London
Published: March 13 2011 22:22 | Last updated: March 13 2011 22:22

China has become the world's top manufacturing country by output, retuming the country to the position it occupied
in the early 19th century and ending the US’s 110-year run as the largest goods producsr,

The change is revealed in a study released on Monday by (HS Gilobat Insight, a US-based ecenomics consultancy,
which estimates that China last year accounted for 19.8 per cent of world manufacturing output, fractionally ahead of
the US with 19.4 per cent.

China's reversion to the top position marked the “closing of a 500-year cycle in economic history”, said Robert
Alfen of Nuffield College, Oxford, a feading economic historian.

Deborah Wince-Smith, chief executive of the Councif on Competitiveness, a Washington-based business group, said
the US “should be worried” by China taking over a position that the country had occupied since about 1895.

“This shows the need for the US to compete in the future not on the basis of commodity manufacturing but on
innovation and new kinds of services that are driven by production industries,” she said.

The last time China was the world's biggest goods producer was in about 1850 when the country was close to the
end of a long period of population growth and technological ascendancy. Buoyed by the industrial revoiution, the UK
then became the top maker of factory goods and held this position for aimost 50 years, following which the US
began a long run as the world's premier manufacturing nation.

Nicholas Crafts of Warwick university, a
long-term economic change, said: “Tl
tfundamental shift in the global division o
finvolving goods production] which is unl
reversed in the near future.”

Econornic historians believe China’s s
manufacturing output in 1830 was ne:
cent, after which it fell to about 6 per
and half this figure in 1990.

Since then, China has been rapidly ca

strong inward investment by foreign c:
and a fast-expanding economy.

Alan Tomelson, research fellow at the
US Business and Industry Council, a
group, described the switch in the top
“wake-up call” for the US. He said it h
driven by China’s push over the past
transfer resources to a domesticatly b
manufacturing sector helped by “unfai
govemment subsidies and an artificially weak China makes more than the US, but takes nine times as many peaple to do so
renminbi.

Mark Killion, iHS's head of world industry services, said, however, that the findings from the latest data were far from
bleak for US manufacturing. “The US has a huge productivity advantage in that it produced only slightly jess than
China's manufacturing output in 2010 but with 11.5m workers compared to the 100m employed in the same sector in
China.”

Also, Mr Killion pointed out that much of China’s manufacturing output was driven by the Chinese subsidiaries of US
companies and was based around US<Jerived technologies, especially in fields such as electronics,

The IHS data — worked out on the basis of current-year dollars - show that world manufacturing output in 2010 was
$10,078bn, which represents “real’, inflation-adjusted growth of 9.7 per cent on the equivalent number in 2009,
indicating a strong recovery from the recession.
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The figures are derived from data gathered by national statistical agencies around the world and have been
published several months ahead of the equivalent comparative figures that wilt come out from govermnment bodies
such as the UN and World Bank.

China's output figure in doflars in 2010 was boosted slightly by the 3 per cent appreciation of the renminbi against
the doilar hetween 2009 and 2010,

Copyright The Financial Times Limited 2011. Printa single copy of this article for personal use. Contact us if you wish o print more to
distribute to others.

"FT" and "Financiat Times" are rademarks of the Financial Times. Prwcy policy | Tems
© Gopyright The Financial Times Lid 2011,
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China tops US in manufacturing: study
(AFP) -~ 3 days ago

WASHINGTON - China topped the United States as the world's largest manufacturer for the
first time {ast year, according to a study Monday by economic research firm 1HS Global insight.

China accounted for 19.8 percent of global manufacturing in 2010, cornpared with 19.4 percent
for the US - $1.995 trillion worth, compared with $1.952 trilfion, according to IHS,

But by measures of productivity, China remained far behind the United States, with US
manufacturing workers generating more than eight times the value per person than China's.

"In other words, the US manufacturing sector is producing roughly the same amount of output in
2010 with 11.5 million workers as opposed to its Chinese counterpart with around 100 million
workers,” {HS said.

Japan remained a distant third last year, generating $1.027 triion by manufacturing, followed
by Germany, with $618 billion.

But the most telfing indicators were the pace of growth: over 2008-2010, China's manufacturing
sector grew at a pace of 20,2 percent per year, while the United States grew at 1.8 percent
and Japan at 4.25 percent.

Germany and fifth-ranked South Korea both contracted, and sixth-ranked india grew at 7.3
percent annuatly.

{HS pointed out that at one-third of the total economy, China's manufacturing sector is far
farger as a portion of output than any other country. in the United States, by comparison, the
share is just 13 percent of ail production; in the other top-ranked countries, it is 15-20 percent.

Copyright © 2011 AFP. Alt rights reserved. More »

Workers assemble cars at the

Shenlong Auto plant in Wuhan,
central China’s Hubei province
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China Regains Status as World's Top Manufacturer

China has dethroned the U.S. and regained its status as the world's largest
manufacturing country for the first time since the end of the 19th century, according
to a report by the Financial Times.

The British daily, citing IHS Global Insight, reported on Monday that China garnered a
19.8 percent share of the global manufacturing market last year, edging out the U.S.
with 19.4 percent. Last year's total manufacturing production worldwide is estimated
at US$1.078 trillion.

While China is back on top after 110 years, this does not mean the death knell for the
U.S. manufacturing industry, the FT pointed out. The industry in the U.S. is still
competitive, with production per capita nine times greater than that of China, and a
considerable volume of Chinese-made goods are produced by local factories of
American corporations.

englishnews@chosun.com / Mar. 15, 2011 10:38 KST

Copyright € 2008 Chosun.com All rights reserved.
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China Edges Ahead Of U.S. In
Manufacturing, Report Says

The Huffington Post Yepoka Yeebo First Posted: 03/14/11 06:16 PM Updated: 03/14/11 06:16
PM

After over a century of dominance, U.S. manufacturing
has dropped into second place behind China, according
to estimates released Monday by IHS Global Insight.

After being ravaged by the recession, American
manufacturing rebounded in 2009, and grew 12.6
percent in 2010, representing an estimated $1.95 trillio
of the American economy, according to the report. IHS
examined data from the U.S. Bureau of Economic
Analysis, and the National Bureau of Statistics of
China. The U.S. fell behind China in the total dollar value of manufacturing output, according to
the report.

In China, the manufacturing sector grew 18 percent last year, contributing more than $2 trillion
to the economy. The sheer scale of Chinese manufacturing, and the Chinese Yuan becoming
more valuable as a currency helped tip the balance, according to IHS Global Insight.

"The U.S. went through a historically severe recession, while China continued to expand,” said
Mark Killion, economist at IHS Global Insight. "We knew that it would occur anyway, but
decline in the U.S. and the rise in China brought this much closer,” said Killion.

Analysts warned against considering the news a death knell for American manufacturing.

"The U.S. were world leaders for much of the 20th century, but there wasn't much competition,”
said Jack McDougle, senior vice president of the Council on Competitiveness, a non-partisan
group of business and labor leaders. McDougle stressed that, the IHS Global Insight report found
that the U.S. still leads the way when it comes to productivity, with 11.5 million American
workers producing roughly the same amount of output as as 100 million Chinese workers.

McDougle said that this was, in part, because much of American manufacturing is focussed on
higher value products, which mean high-tech manufacturing methods, better management and
more skilled workers. "American manufacturing jobs pay, on average a total of $70,000 a year
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including benefits," he said citing figures from the U.S. Bureau of Economic Analysis. "The
value that they create is much higher.”

Manufacturers like General Electric, for example, were realizing this, and moving production of
some household appliances back to the U.S., said McDougle, and many Chinese manufacturers
still had to rely on U.S. technology, he added. "The sky is not failing."

And the U.S. still has a far larger economy than China, said Carl Weinberg of High Frequency
Economics, "Our economy is two-and-a-half times the size of theirs," he added.China’s gross
domestic product for 2010 is an estimated $6 trillion, compared with an estimated U.S. GDP of
$15 trillion.

The National Association of Manufacturers contend that the U.S. is still the world's biggest
manufacturer. In a post on Shopfloor, a manufacturing industry blog, Fank Varago, vice
president of international economic affairs at the NAM criticized the data used by IHS Global
Insight:

"First, the report did not measure the physical quantity or volume of manufacturing, but
rather measured current dollar output which is impractical due to price changes and
exchange rate changes. Real Gross Domestic Product (GDP), and its manufacturing
component, Real Manufacturing Value-Added, are the correct ways to measure economic
output, because they are adjusted to remove the effect of price and exchange rate changes
and measure real output.”
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Emerging economies flex manufacturing muscle
March 14, 2011 2:00 pm by Peter Marsh

% China has superseded the US as the world’s leader in

) manufacturing output, ending America’s run of more than
a century as the top player in factory production. Brazil
has also increased its manufacturing muscle, jumping to
sixth position in terms of output last year, from eighth in

2000.

The changes in the rankings of the world’s biggest manufacturing nations —
revealed in a study by the IHS Global Insight economics consultancy — underline
how emerging economies have grabbed a much bigger share of world
manufacturing production in the past decade.

In 2000 the world’s rich nations - western Europe, North America and Japan —
were responsible for 72 per cent of global total factory output, down only slightly
from the 80 per cent registered in 1990. Last year, by contrast, the rich nations
accounted for a little more than half of world goods production. The so-called bric
nations were responsible for just over a quarter of the total, up from 11 per cent in
2000.

In the changes over the past decade:

¢ China has been the most significant player. Its share of 6.9 per cent of total
manufacturing in 2000 almost tripled in the following decade to reach 19.8
per cent last year. As a result the US, the top country in manufacturing sinee it
ousted the UK from this role at the end of the 19th century, was pushed into
second place with a share of 19.4 per cent

Other bric nations account for much smaller divisions of world output, with a
share of 2.7 per cent for Brazil and with both Russia and India last year
responsible for 2.2 per cent of the total

Brazil last year increased its factory production by an inflation-adjusted 9.9

per cent, enough to displace Britain from the top seven in the league table. In
2000 Brazil was in 10th position in the rankings while India and Russia, now
in joint 10th place, were numbers 14 and 21 respectively

The causes of the changes:

Some of the changes have been helped by currency factors. The dollar’s weakness
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against most major currencies in the past year has inflated slightly the value of
other nations’ output figures when translated into the US unit.

On the other hand the dollar’s fall should in theory have given US-based companies
some increase in competitiveness that might have been expected them to lift
production to offset somewhat the imbalance linked to these changes.

The future:

What might happen in the coming decade? China’s manufacturing growth is now
taken for granted, and it seems likely that the country will continue to increase its
share of the world total in the next few years, although perhaps at a lower rate than
in the past.

For Brazil, Russia and India, all much more minor countries in terms of
manufacturing compared to China, there is plenty of opportunity to expand.
Between now and 2020 it will be surprising if they fail to continue their ascent up
the league table.

‘World manufacturing production 2010
Change on 2009

Country Man. Output {$bn) %)
1 China 1,995.40 12.3
2 United States 1,951.60 6.6
3 Japan 1,027.40 18.6
4 Germany 618 111
5 Ttaly 315.2 5.8
6 Brazil 273.7 9.9
7 France 253.3 4.7
8 South Korea 239.2 12.8
9 United Kingdom 235.2 3.8
10= India 217.8 10.7
10= Russia 217.8 9.7
12 Canada 194.8 7.7
13 Mexico 180.6 10.5
14 Indonesia 180.4 4.4
15 Spain 164.9 2.4

World Total 100,783 9.7

Share of world manufacturing output (%)
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Country 2000 2010
China 6.9 19.8
Brazil 2.1 3.1
Russia 0.8 2.2
India 1.2 2.2
Total for 4 countries 1 26.9

Position in manufacturing league table

Country 2000 2010
China 3 1
Brazil 10 6
Russia 21 10
India 14 10

Source: IHS Global Insight

Note: output is measured in current year dollars, translated from local currency at
market exchange rates. The change on 2009 is adjusted for inflation and currency
movements

Related reading:

China is world’s top building site, beyondbrics

China shapes the world — FT series

Can China compete with American manufacturing? — Time

Almost on cue, China posts deficit - FT beyondbrics

Three Reasons Why A Chinese Slowdown Is “Imminent”- Business Insider

Tags: manufacturing
Posted in China | Permalink

Back to top
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- 2point6billion.com - Foreign Direct Investment in Asia - http://www.2pointébillion.com/news -

China Tops U.S. to Become the World’s Leading Manufacturer
Posted By 2point6billion.com On Tuesday, March 15 @ 4:26 pm In Markets | 1 Comment

By Jennifer Park

E _ 5 Mar, 15 - After over 100 years of dominance, the
United States gave away its place as the world’s top manufacturer to China iast year, according to

data reieased by IHS Global Insight on Monday.

China assumed a 19.8 percent (US$1.995 trillion) share of total manufacturing in 2010, a dramatic
increase compared to that of 6.9 percent a decade ago. This past year, U.S. manufacturing placed
second with a 19.4 percent (US$1.952 trillion) share. Japan came in at a distant third with total
manufacturing valued at US$1.027 trillion, followed by Germany in fourth at US$618 billion.

Despite these results, it may be too hasty to assume the decline of the U.S. manufacturing sector just
yet, since the country’s productivity rate remains far ahead of China in that respect. 1t was shown
that China required 110 million workers to produce approximately the same amount of goods that
11.5 miilion American workers could produce. Moreover, the United States is still ahead of China in
terms of production methods.

Also important to consider when calculating the relative value of U.S. versus Chinese manufacturing
is the contribution of the Global Financial Crisis, which brought about a devaluation of the U.S. dollar,
and China’s relatively recent decision to start allowing its national currency, the yuan, to appreciate.

Nevertheless, it is hard to deny that the much-predicted growth in China’s production and
manufacturing sector has now become a reality and is projected to continue growing. China’s rapid
manufacturing increase of 20.2 percent per year compared to the 1.8 percent growth experienced by
the United States supports this projection.

Article printed from 2point6billion.com ~ Foreign Direct Investment in Asia:
http://www.2point6billion.com/news

URL to articie: http://www.2point6biflion.com/news/2011/03/15 /china-tops-u~
s-to-become-the-worlds-leading-manufacturer-8832.html

Copyright © 2007 2point6billion.com. All rights reserved.
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China.org.cn

China surpasses US as world's top manufacturer

By measures of output, China edged by the United States to become the world's largest manufacturing country last year,

ending US dominance over the last 110 years, according to a study Monday by economic research firm IHS Global Insight.

China accounted for 19.8 percent of global production in 2010, slightly higher than the 19.4 percent of the United States, the

report said.
Yet this doesn't mean death for US manufacturing, since its production efficiency is still quite competitive, the report pointed,

"In other words, the US manufacturing sector is producing roughly the same amount of output in 2010 with 11.5 million

workets as opposed to its Chinese counterpart with around 100 million workers,” IHS said.
A large portion of China's manufacturing is driven by the local plants of US companies and technologies, IHS added.

China's business press carried the story above on Tuesday. China.org.cn has not checked the stories and does not vouch

Jfor their accuracy.

Back Print
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China became the world's biggest manufacturer in 2010; US loses crown held since 1895
By Michael Hennigan, Founder and Editor of Finfacts
Mar 14, 2011 - 4118 AM
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China became the world's biggest manufacturer in 2010, overtaking the US which had held the crown since 1895.

US consultancy 1HS Global Insight estimated that in 2010, China accounted for 19.8% of global manufacturing output,
compared with the US share of 19.4%.

China was the world's biggest manufacturer until it was overtaken by Britain in 1850 and then the US became the dominant
manufacturer from 1895.

In 2000, the advanced countries in Western Europe, North America and Japan, accounted for 72% of global manufacturing
output, down from 80% in 1890. By 2010, the wealthy nations accounted for a little more than half of world goods
production. The BRIC countries {Brazil, Russia, India and China) accounted for just over a quarter of the total, up from
11% in 2000.

China's share of factory output was 6.9% of total manufacturing in 2000; its share has tripled in a decade.

The US with 11.5m workers is hugely more productive than China which has 100m employed in the same sector.
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China's manufacturing base is skewed towards a dependency on cheaper goods in such sectors as textiles, apparel,
appliances, as well as certain commodities. Textile, apparel and appliances together make up 25% of Chinese
manufacturing, compared to 13% in the United States.

The US manufacturing base is dominated by sectors such as aircraft, special industrial machinery, medical and scientific
equipment and media-refated industries, including software.

China's electronics sector is dominated by foreign-owned firms.

In 2010, the UK slipped 2 places behind France, which was in 7th place in terms of globat share. According to the league
table, Htaly was in fifth position and Brazit in the sixth rank, with China, the US, Japan and Germany in the top four slots.

In the US, services overtook goods as the dominant sector in the economy in 1958 and now accounts for almost 70% of
economic output.

Last September, Xi Jinping, Chinese vice-president and the heir apparent to Hu Jintao, said foreign-invested enterprises
accounted for 22% of tax revenues, 28% of added industrial value, 55% of foreign trade and 45m jobs in China.

A report published fast month says China’s economic development as measured by its gross domestic product is stilt
sustained primarily by industry. Exports and investment deliver the bulk of growth - - and have done so for the past four
decades. However, services have become steadily more important since the 1980s, bringing their share of economic
output close to that of the secondary sector.

World manufacturing production 201¢
Courtry ?g:r;) Output g z)ange on 2009

1 | China 1,995.40 123
2 { United States 1,951.60 6.6
3 | Japan 1.027.40 18.6
4 | Germany 618 1.1
5 | haly 315.2 5.8
6 | Brazil 2737 9.9
7 | France 2533 47
8 | South Kerea 239.2 128
] 2352 38
10= | india 217.8 10.7
10= | Russia 217.8 9.7
12 | Canada 194.8 7.7
13 | Mexico 180.6 105
14 | Indonesia 1804 44
15 | Spain 164.9 24
World Total 100,783 9.7

Share of world manufacturing output (%}
Country 2000 2010
China 6.9 19.8
Brazi! 21 34
Russia 08 22
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India 12 22
Totalfor4
countries " 269

Position in manufacturing league table

Country 2000 2010
China 3 1
Brazil 10 6
Russia 21 10
India 14 10

Source: HS Globa! lsight

Also last month, Mark Perry, a professor of economics at the University of Michigan, Flint - - a key automotive
manufacturing centre, said in The Wall Street Journal (via blog post) that taken on its own, US manufacturing would rank
today as the sixth largest econory in the world, just behind France and ahead of the United Kingdom, Htaly and Brazil,

Prof. Perry said: "Our world-class agricuiture sector provides a great mode/ for how to think about the evolution of US
manufacturing. The US produces more agricultural output foday—with only 2.6% of our work force involved in farming - -
than we did 100 years ago, when farming jobs represented almost 40% of the fabor force. Likewise, we're able to
produce twice as much manufacturing output today as in the 1970s, with about seven million fewer workers. That means
yesterday's farmhands and plant workers can become today's computer engineers, medical doctors and financial
managers.”

Deborah Wince-Smith, the president and CEO of the Washington DC-based business group, the Council on
Competitiveness, told a House Energy & Commerce Subcommittee in early March that the multiplier effect of American
manufacturing makes it the cornerstone of any robust economic recovery.

The comments came during her testimony to the Subcommittee on Commerce, Manufacturing, and Trade during a hearing
titled, "Made in America: [nnovations in Job Creation and Economic Growth."

"The US manufacturing sector is a key engine of innovation, wealth generation, job growth and national security,”
Wince-Smith said. “America cannot retain its position of leadership in the global markelplace without a robust and vibrant
industrial base.”

The Council's chief executive also articulated the vision of America’s leading CEOs on the path to manufacturing
competitiveness, found in the Council's most recent publication, /gnite 1.0. The report features specific recommendations
from over three dozen chief executives on a broad set of topics that include energy policy, capital costs and US education
in science and technology.

Ignite 1.0 1s the first in a three-part series to be released by the Council's flagship US Manufacturing Competitiveness
Initiative {USMCI). The initiative will draw insights from university presidents and labor leaders in the second and third
installments in the series. The USMCI is focused on developing a comprehensive National Manufacturing Strategy to
deliver to Congress and the Administration at a national summit in December 2011,

Meanwhile, the US Business and industry Council said in a recent report (pdf) that migration of prime contractors overseas
inexorably pulis much of their supply chains with them. The export of blue-coltar production work leads to the export of
white-collar manufacturing-related work, as companies seek the advantages of locating researchers and designers near
the factories they service.

In fact, there is a continuous feed-back loop between R&D efforts and the factory floor, with the two functions, R&D and
production, operating in tandem, And the report says as is well documented, R&D and other technology work often
produce a clustering effect, which draws labs and similar facilities from other industries in search of new synergies. The
notion that the United States wili retain high-end design functions while letting production migrate overseas is wishful
thinking. Without major globalization policy changes, this vicious cycle of manufacturing flight cannot be turned into a
virtuous cycie of manufacturing resurgence.

The report says that the United States should focus any new trade agreements on high-income countries capable of
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serving as final consumers of US exports. Washington's recent focus on third world countries capable of serving only as
re-export platforms has been a substantial contributor to today's current trade deficits. in particular, the United States
should seek a free trade agreement with Europe that excludes agriculture. Washington should also take stronger
measures to open Japanese and Korean markets, including unilateral tariffs if necessary.

Charlie Szews, Oshkosh Corporation CEO discusses the state of employment in the US manufacturing sector:

US China-Trade
The US trade gap with China was $273bn in 2010, up from $84bn in 2000.

Data from the US-China Business Council reveal how in nine years the amount of goods imported from China has tripled in
size.

In 2000 the value of goods imported was at $100bn but by 2008 that figure was at $286bn. in comparison the US
exported $69bn worth of goods to China.

Table 1: China's Trade with the United States {$ billion}

2000 {2001 {2002 |2003 {2004 |2005 {2006 |2007 {2008 ;2009

USexports | 163 |[19.2 221 28.4 347 418 55.2 65.2 715 69.6

% change 244 1183 | 151 285 222 206 321 18.1 9.5 -2.6

US imports | 100.0 | 1023 | 1252 | 1524 | 1967 |2435 |287.8 {3215 {337.8 |2964

% change 223 (22 224 217 29.1 23.8 182 17 5.1 -12.3
Totai 116.3 [ 121.5 | 147.3 |[180.8 [ 2314 |[2853 [343 386.7 14032 |366.0
% change 226 1214 212 228 28 233 202 127 58 -106

US balance | -83.7 |-83.0 |-103.1 |-1240 |-162.0 | -201.6 |-2325 | -256.3 | -266.3 | -22

Notes: US exports reported on FOB basis; imports on a general customs value, CIF basis
Source: US intematienat Trade Commission

The Re-emergence of China
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According to the late eminent economic historian, Angus Maddison {1826-2010), until 1800, about three fifths of the
world’s commerce and production took place in and around China and India. So did much of the world's scientific and
technological progress, including the Chinese invention of paper, explosives, and printing, and medieval India’s launch of
modern mathematics. In the early 1830s, when President Andrew Jackson sent the first US envoy across the Pacific to
Siam (Thailand), Asia still accounted for over half of giobal GDP (gross domestic product).

It's important to understand that the current post-Mao Zedong modernisation of China, is not a simple story of a backward
country achieving an economic miracle. A vast unified country over a span of two thousand years, overwhelimingly
dominated by one ethnic group, the Han, was a pioneer in bureaucratic modes of governance. Maddison says that in the
tenth century, it was already recruiting professionally trained public servants on a meritacratic basis. The ecoriomic impact
of the bureaucracy was very positive for agriculture

They nurtured it with hydraulic works; printing enabled the distribution of illustrated agricultural handbooks; farmers settled
in promising new regions; a public granary system to mitigate famines was established. They fostered innovation by
introducing early ripening seeds which permitted double or tripie cropping. New crops were introduced - - tea in the T'ang
dynasty, cotton in the Sung, sorghum in the Yuan, and new world crops such as maize, potatoes, sweet potatoes, peanuts
and tobacco in the Ming.

From the nineteenth century, internal rebeltions and colonial intrusions resulted in China's share of world output falling from
one third in 1820 to one twentieth by 1952. lis real per capita income fel from 90% {o less than a quarter of the worid
average. Nineteen foreign powers established colonial enclaves; three wars were fought with Japan and two with France
and the UK, the Boxer rebeilion in 1800 invoived action with an internationat force including Americans from their new
colony of the Philippine islands; Russia seized 10% of Chinese territory in the 1850s in what is now Eastern Siberia and in
the first years of the Chinese republic from 1912, it helped detach Outer Mongolia. After all these foreign wars, the
victorious powers exacted large financial indemnities.

Professor Maddison, a British-born economic historian with a compulision for quantification, spent many of his 83 years
calculating the size of economies over the last three millenniums. In one study he estimated the size of the world economy
in AD 1 as about one five-hundredth of what it was in 2008.

in his research, he sought to reconstruct thousands of years' of economic data, in particular in his 2007 book “Contours of
the World Economy 1-2030 AD."He claimed that per capita income around the globe had r ined largely stagnant
from about 1000 to 1820, after which the world became exponentially richer and life expectancies surged.

In another influential book, “Chinese Economic Performance in the Long Run,” in 1998, he tracked the history of Chinese
growth since 960. The book demonstrated that China's recent rise was merely a return to economic superpowerdom, as
the Middle Kingdom had already dominated the world economy for many centuries.

© Copyright 2011 by Finfacts.com
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China displaces US as world's top manufacturing
nation

14 March 2011

China has ended a 110-year-long US
leadership, overtaking the country as the
world's top manufacturing nation in
2010, reports quoting a research report
by US-based consultancy THS Global
Insight said.

China last year accounted for 19.8 per
cent of the world's manufacturing output
while the US accounted for 19.4 per

cent, according to the study.

The findings, however, were far from
bleak for US manufacturing, said Mark
Killion, IHS's head of world industry
services.

"The US has a huge productivity
advantage in that it produced only
slightly less than China's manufacturing
output in 2010 but with 11.5 million
workers compared to the 100 million
employed in the same sector in China,"
Killion said.

According to him, much of China's
manufacturing output was driven by the
Chinese subsidiaries of

US companies and was

based around US-derived technologies.

China's manufacturing base is dependent on cheaper goods in sectors such as
textiles, apparel, appliances, which together make up 25 per cent of Chinese
manufacturing, compared to 13 per cent in the United States.
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The US manufacturing base, on the other hand, is dominated by high
denomination sectors such as aircraft, industrial machinery, medical and

scientific equipment and software and media-related industries.

China's electronics sector is dominated by foreign-owned firms.

The US will, however, now have to look for innovation-based production and

services if it is to retum to pre-eminence on the manufacturing front.

“This shows the need for the US to compete in the future not on the basis of
commodity manufacturing but on innovation and new kinds of services that are
driven by production industries,” Deborah Wince-Smith, chief executive of the

Council on Competitiveness, a Washington-based business group, said.

Robert Allen, a leading economic historian with Nuffield College, Oxford,
said China's return as world's top manufacturer marked the "closing of a

500-year cycle in economic history."

"This marks a fundamental shift in the global division of labor, which is
unlikely to be reversed in the near future,” Nicholas Crafts of Warwick

university, an expert on fong-term economic change, was quoted as saying,

Alan Tomelson, research fellow at the conservative U.S. Business and
Industry Council, a research group,

But many economists say China's push over the past decade to transfer
resources to a domestically based manufacturing sector has been helped by

"unfair" government subsidies and an antificially weak renminbi.

US had replaced the UK as the world's biggest manufacturing nation in 1900s

while China remained the number one goods producer in the 1850s.

According to economic historians, China had a 30 per cent share of world
manufacturing output in 1830, which came down to around 6 per cent in 1900
and to about 3 per cent in {990.

China has since successfully used its labour cost advantage and
manufacturing skills, attracting overseas investments and causing a massive
shift of manufacturing to that country.

I BOOKMARK of® - 0
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China Passes The US As Largest Manufacturer

Postad: March 14, 2011 1 5:41 sm

IHS Global Insight claims that China surpassed the US as the world’s largest manufacturing

nation last year. China had 15.9% of the world’s market. The US had 19.4%. Several media outlets
claim that America was in first place for 110 years. America is humiliated once again by Chinese
success, Surely the success of China in manufacturing will help it drive ahead of the US in GDP witt
twenty or thirty years.

China will find that its industrial success is only partially good news. It has actually begun to face
some of that recently. The People’s Republic’s position as the Jow-cost producer of finished goods h:
begun to he usurped by nations stch as Vietnam, Mexico, and in some cases South Korea, None of
them can match the size of China's industrial machine, They can, however, take a lot of factory
production away from China as a group. China may have 20% of the market now, but that may not
last. Remember, the fears ahout Japan taking over the U.S. economy during the 1980s? That neve
happened.

China has aiready begun to be stung by increased fabor costs. There is # shortage of skilled workers
some of the most populous regions in the country. Firms like Foxconn have started to move
production inland in the hope of tapping less expensive labor markets. Eventually, the cost of workers will rise there, too, Chinese workers, meanwhile, have fought and
gotten double digit increases in compensation in some cities. These workers have more money to spend on food, housing, and middle class lifestyles. That will push
China’s inflation higher. This may lead to more inflation which will drive up the cost of manufacturing further.

China will also became an occasional victim of the economic cycles of the rest of the world. As its portion of the world’s manufacturing market grows, the Chinese
economy will become more and more affected by the slow, recessionary parts of the cycles. Highly skilled employees will now expect their wages to remain steady even
China's income from exports slows.

Chipa may bave become the word’s manufacturing champion, but it is a mixed blessing.

Douglas Mclntyre
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China passes US as largest manufacturer

14.,03.2011
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The US has lost the tag of the world's
biggest manufacturer as China passes it
out in terms of autput, according to a report
in the Financial Times today.

The US has held the title of the world's
largest goods producer for about 110
years bit new data from IHS Globat Insight
shows that China has now stolen back the
position it held in the early 19" century.

The US-based economics consutancy
estimates that China last year accourted
for 19.Bpc of world manufacturing output,
slightly ahead of the US which
manufactured 19.4pc of the warld's
produced goads,

Although some analysts believe the US
should be waorried by the data, the 1HS said
the news is hot as bleak as first appears.

“The US has a huge productivity advantage in that it produced only slightly
less than China's manufacturing cutput in 2010, but with 11.5 million warkers
compared to the 100 millisn employed in the same sector in China,” said
Mark Kilion, 1HS's head of world industry services.

c World , ing
Tags: China, US,
Share: Tweet tke 710 0 + more

Al content copyright © 2008-2011. Business and Leadarship Ltd - all rights reserved.
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U.S. Manufacturing Remains World’s Largest

Posted by: Frank Vargo under Economy on March 14, 2011 @ 10:52 am

U.S. manufacturing remains the world’s largest manufacturer, despite an inaccurate report in
today’s Financial Times that China has passed the United States. American manufacturing, in
fact, is so large that if it were a self-standing economy, it would be the eighth largest in the
world.

There are a number of errors in the data provided to the Financial Times by a private sector
consultant, First, the report did not measure the physical quantity or volume of manufacturing,
but rather measured current dollar output which is impractical due to price changes and exchange
rate changes. Real Gross Domestic Product (GDP), and its manufacturing component, Real
Manufacturing Value-Added, are the correct ways to measure economic output, because they are
adjusted to remove the effect of price and exchange rate changes and measure real output.

The United Nations Statistics Division compiles global data on manufacturing value-added, and
its most recent data shows the United States continues to lead, with close to 21 percent of all
global manufacturing output in terms of constant dollars (real manufacturing value-added in
2009). China is the second largest, with about 15 percent of global manufacturing. No official
data are available for 2010 yet, but given the gap between the top two manufacturers, China will
not have surpassed the United States in 2010.

The second problem is that the consultant did not rely on official data in making its estimates.
Rather than use the United Nations official data which is agreed upon by most economists as
reliable, the consultant appears to have made its own assumptions. Using the consultant’s growth
assumptions for China and the United States in 2010, and applying them to the official 2009 data
shows that even in current dollars the United States remained the worlds’ largest manufacturer in
2010.

The U.S. Department of Commerce, which compiles the manufacturing value-added data, says
that preliminary 2010 estimates will not be available until next month. In an effort to clarify the
erroneous information provided to the Financial Times, the National Association of
Manufacturers shared the data that shows the U.S, remains the world’s largest manufacturer.
Frank Vargo is the NAM vice president of international economic affairs.

Rating: 5.0/5 (2 votes cast)

5 Comments for this entry
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Peter Marsh
March 23rd, 2011 on 7:38 pm

I’ve just seen Frank Vargo’s comments on the Financial Times story which said that
China was now the biggest manufacturer in the world, overtaking the US. I am the author
of the FT article & I spoke to Frank before the article was published. I hope you will
allow me to make a few comments.

Frank says there are a number of errors in the data which I used. He does not mention this
but the data came from IHS Gobal Insight which is an economics consultancy with a
good reputation for providing robust data.

I"ve known the people at this consultancy for some time and based a number of stories on
figures they have provided. I have not heard from others in the past saying the data they
use are inaccurate or suffer from methodological flaws.

Frank also says it is not a good idea to use current year data denominated in dollars when
looking at world GDP or its constituents .Of course it is possible to count world or
national GDP, and manufacturing value-added output ,in any currency unit , based on the
currency values of any year.

But the convention is that when statisticians or economists count up world GDP ina
specific year & divide this between the different countries, then they normally use the
currency values of that same year, with the values for different countries translated into
dollars at current market rates.

It’s possible to see this simply by consulting World Bank or UN reports. This is how such
data are normally measured when we are interested in taking a snapshot of GDP (or the
constituents of this) in a single year. If we want to consider the year-on-year change in
such values then we use real, inflation adjusted values. But this was not what this specific
article was about.

Frank also says the consultancy did not use “official” data. What IHS did was to take
national accounts data from the different countries and then subject them to the same
analytical treatment as the UN or other “official” bodies would do. The consultancy did
this in a more timely fashion, however, and got their data out into the public domain (at
{east via the FT) rather earlier than the UN statisticians.

His contention is that everyone should suspend judgment on this matter unti] the UN
publishes its data for 2010. That should happen in a few months. I agree it will be
interesting to see the UN version of the same data.

However the UN system suffers from a problem that the UN statisticians do not seem
able to distinguish between industrial output and manufacturing output for China.
(Industrial output is manufacturing plus other forms of output including construction and
energy.)
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So the UN data for China do not give a clear view for China manufacturing output.
Therefore there is no point in waiting for the UN data because they will not give the
answers of interest as to how big Chinese manufacturing output is compared to that of
other countries.

By the way, the statisticians at the World Bank do this job rather better. They are capable
of differentiating between industrial and manufacturing output for China. But again the
World Bank data for 2010 will not be available for some time.

Of course all data are subject to revision. So the “final * data for 2010 may show some
differences compared to the data that are in the IHS figures. But for the time being the
IHS numbers are the best we have.

If for some reason later data are revised to show that the US is actually still no 1 in
manufacturing in the world, then almost certainly it will fall behind China very soon.
That is logical when you consider China has more than 3 times more people than the US
with technology and production standards rapidly improving.

Rather than dismiss the [HS data as wrong , Frank and the NAM would do better (I think)
to address the wider issues at stake here.One of the interesting aspects to the discussion is
that China and the US create roughly equal amounts of manufacturing goods (with China
just ahead, according to the IHS numbers) but with the US employing a workforce about
1/10 the size of that in China.

The productivity advantage is worth highlighting even if it turns out to be true (as the best
available data would now suggest) that the US has indeed lost its 110-year-old lead on
the rest of the world in this particular part of the world economy.

For anyone interested there is a fuller version of the story on ft.com which gives the full
league table of the top 15 countries in manufacturing in 2010—see
http://blogs.ft.com/bevond-brics/201 1/03/14/emerging-economies-flex-manufacturing-
musclc

Peter Marsh , FT manufacturing editor. tel 44 20 7873 3436 =peter.marsh@ft.com

Jxie
March 15th, 2011 on 11:50 pm

FWIW, in 2010 China’s mining, manufacturing, and utilities was at 16 trillion yuans.
China does break down to manufacturing value-added in its stats, but it takes a while to
release that. The latest available data is for 2007.

“Constant dollar terms” in your context really means “constant 2005 dollar terms”, right?
If T understand it correctly, in 2005 $1 exchanged for 8.28 yuan, and that is the base for
the “constant 2005 dollar terms” calculation. Moreoever, you need to factor in that the
accumulative inflation rate from 2005 to 2010 in China is a bit higher than that in the US.
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So, $1 in 2010, in “constant 2005 dollar terms”, actually is valued at somewhere between
8.4 and 8.5 yuan in 2010. That is about 28% higher than the real exchange rate, based on
which many consider yuan is already undervalued.

Martianl 50
March 15th, 201! on 12:00 am

Quoting Mr, Frank Vargo:

“Please revisit the data and look at row 690 as well as 691. There you will see something
interesting — they are identical, even though row 690 is ISIC C-E (Mining,
Manufacturing and Utilities) and row 691 is purported to be manufacturing. China does
not report manufacturing separately from Mining, Manufacturing, and Utilities, for
reasons | have not been able to discover. This is particularly curious, since the World
Bank does differentiate these.”

I am surprised to discover that row 690 is identical to row 691. Since you have raised
reasonable doubt, I am withdrawing my challenge to your claim that “U.S. manufacturing
remains the world’s largest manufacturer.”

Thank you for the insight.

Frank Vargo
March 14th. 2011 on 3:42 pm

Actually, no. The data do not show China was ahead since 2008.

I can understand why you think the data say that, but that is not so. Please revisit the data
and look at row 690 as well as 691. There you will see something interesting — they are
identical, even though row 690 is ISIC C-E (Mining, Manufacturing and Utilities) and
row 691 is purported to be manufacturing. China does not report manufacturing
separately from Mining, Manufacturing, and Ultilities, for reasons I have not been able to
discover. This is particularly curious, since the World Bank does differentiate these.

So, if you go to rows 3470 and 3471, you will see the U.S. is listed as $2,334 for Mining
Manufacturing and Utilities and $1779 for manufacturing only. Since China does not list
manufacturing separately, I think you will agree it is not accurate to compare China’s
Mining Manufacturing, and Utilities with America’s manufacturing.

If you compare U.S. mining, manufacturing, and utilities with China’s you will see the
U.S. was $2.334 trillion in 2009 compared with China’s $2.05 trillion.

But the more fundamental point is the comparisons need to be in constant dollar terms, to
measure actual quantities of manufacturing, not price and exchange rate changes.
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But even using the figures you cited, the U.S. is still ahead of China. I hope you find this
helpful.

Martianl 50
March 14th, 2011 on 1:41 pm

According to the U.N,, China has been the world’s largest manufacturer since 2008.

To verify for yourself that China has been the world’s largest manufacturer since 2008,
click on the link to U.N. statistics:

http://unstats.un.org/unsd/snaama/dnllist.asp

Under the category of “GDP and its breakdown at current prices in US Dollars,” select
“All countries for all years — sorted alphabetically.”

After opening the spreadsheet, look at cell #691 for “China (manufacturing).” Look at the
two right-most columns on the spreadsheet. It will show that China’s manufacturing
sector produced $1.87 trillion dollars in 2008 and $2.05 trillion in 2009,

In comparison, look at cell #3471 for “United States (manufacturing),” the U.N. data
show that U.S. manufacturing accounted for $1.79 trillion dollars in 2008 and $1.78
triflion in 2009.

The U.N. data conclusively show that China has been the world’s largest manufacturer
since 2008.
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TSUNAMI WARNING NETWORK

Mr. WoLF. Mr. Serrano.

Mr. SERRANO. Thank you, Mr. Chairman. I want to bring you
back for a second. Let me join my colleagues in wishing you well.
I know it is a great honor when any President calls on you to rep-
resent our country. And certainly for China that is a, it is not just
any appointment. And it is a very important appointment to us at
this time in our history and in their history. And so I congratulate
you for your past service and what I know will be excellent future
service.

Let me take you to the Caribbean for a second. You know, for
years I have been talking to folks about the possibility of creating
a tsunami warning center in the Caribbean, specifically in Puerto
Rico. And as recent as yesterday a 5.4 earthquake hit the northern
part of the Caribbean creating tremors in the Virgin Islands, Do-
minican Republic and Puerto Rico. Also a center of that nature
would serve not only to deal with the issue of the Caribbean but
certainly in our coastal areas of the fifty states, the southern part,
and the Gulf Coast.

So to be very brief, the state government, the local government
of Puerto Rico, has already allocated half of the dollars it would
take to build the center. And yesterday Resident Commissioner Mr.
Pierluisi, along with myself and Dr. Christensen from the Virgin
Islands, put in legislation to try to accomplish this. So my question
to you is, what are the chances that—on one hand we have been
talking about cuts, cuts, and cuts, and I understand that—but I am
asking you to spend a little money. What are the chances that
within the existing budget we could find the dollars to pay for the
second part that the state government has already allocated to cre-
ate the tsunami warning center in the Caribbean and Puerto Rico?

Secretary LOCKE. Congressman, I have to tell you that I am not
familiar with that request or a proposal by that local entity to con-
tribute half the cost of an additional tsunami warning center. I
would be happy to look into it.

[The information follows:]

TSUNAMI WARNING NETWORK

NOAA currently manages a Caribbean Tsunami Program. The overall improve-
ment strategy to enhance local response to local events is the following:

e Accelerating the TsunamiReady Program for Puerto Rico (PR) & the U.S.
Virgin Islands (USVI) by hiring an outreach manager for the Caribbean (accom-
plished in FY10);

e Achieving TsunamiReady status for 46 communities in PR and USVI by
FY14; improving Tsunami Detection and Forecasting by upgrading seismic net-
works, sea-level stations and communications by FY13, and accelerating Tsu-
nami Inundation Mapping/Modeling for PR/USVI—to be completed by FY13;
and

* Working to improve forecasts and warning products, which are issued in
three and half minutes (avg.) from seismic events for Puerto Rico and Virgin
{)slands, and eleven minutes (avg.) from seismic events for the Greater Carib-

ean.

NOAA will further improve the Caribbean Tsunami Warning System based on
recommendations cited in: 1P.L. 109-479 (Tsunami Warning and Education Act of
2007); and the National Academies of Science (NAS) and NOAA Tsunami Program
Assessment Reports.

e Improve tsunami detection, forecasting, warnings, notification, outreach,
and mitigation to protect life and property in the United States; and to enhance
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and modernize the existing Pacific Tsunami Warning System to increase cov-
erage, reduce false alarms, and increase the accuracy of forecasts and warnings,
and to expand detection and warning systems to include other vulnerable States
and United States territories, including the Atlantic Ocean, Caribbean Sea, and
Gulf of Mexico areas.

¢ From NAS Report: NOAA should explore further the operational integra-
tion of GPS data into Tsunami Warning Center TWC operations from existing
and planned GPS geodetic stations along portions of the coast of the U.S. poten-
tially susceptible to near-field tsunami generation including Alaska, Pacific
Northwest, Caribbean and Hawaii.

Mr. SERRANO. Okay. Are you at least familiar with past requests
to look at that area as a possible tsunami warning center?

Secretary LOCKE. Yes. I am familiar with a request for additional
tsunami warning centers throughout many parts of the country
and parts of the region.

Mr. SERRANO. Well after praising you so much I cannot take that
back and I will not. So let me just say that I would love, before
you leave, to put things in motion just to at least to have the dis-
cussion with the Commonwealth of Puerto Rico, with members of
Congress, with this committee, as to the possibility of having this
warning center. Because what we have seen in Japan and what we
have seen in other parts of the world it is no longer a luxury. And
as our chairman said, it is a necessity everywhere we can set on
up. And that part of the world is really not taken care of, that part
of the country. So could we at least set in motion some conversa-
tions?

Secretary LOCKE. I am more than happy to have those conversa-
tions. But again, it all depends on the level of funding for the budg-
et. Because if we enhance, you know, if the funding is under H.R.
1 then it is very difficult to make enhancements in certain parts
without making deeper parts in another part. Even protecting one
area of the operations research facilities budget portion of NOAA
which is where the tsunami and weather forecasting and National
Weather Service all reside. Under H.R. 1 it is a 16 percent reduc-
tion from the 2010 enacted level. So if we keep one part completely
whole it means deeper cuts in other aspects of our weather and op-
erations programs.

Mr. SERRANO. Thank you on that. Mr. Chairman, I see your hand
on the——

Mr. WoLF. I was going to say, yes, that is an area. And when
we did the letters, too, we checked in the East Coast. And it is a
problem down in the Caribbean, and particularly because the
beaches are flat, they are not up on bluffs. And so there is a prob-
lem there. And I was going to, but I am going to save it for some
other time, to kind of comment a little bit more on that. But I
Wou}11d second what the gentleman says of having you take a look
at that.

POVERTY MEASUREMENT

Mr. SERRANO. Thank you, Mr. Chairman. Rather than read my
statement here to the question, let me just ask you to comment on
the new poverty measure that has been discussed at the Commerce
Department. That is a continuing issue in this country. We find ev-
eryday that in the greatest economy in the world we still have
areas of folks with issues of food availability and poverty in gen-
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ersilllr.) What can you tell us about this new way to measure, if you
will?

Secretary LOCKE. Well that is something that is under discussion
and just trying to inform the American policy makers, whether it
is state, local, federal level, to even nonprofit organizations, just
trying to understand and look at different ways in which we under-
stand the impact of poverty and what it means and how to meas-
ure that. I think it simply gives policy makers more ammunition
in making very tough decisions. We are looking at defining what
is considered poor in America, and revising a one-size-fits-all for-
mula that was actually developed in the 1960s. It could change the
estimates, actually lowering the estimates or even raising the esti-
mates. So it is not with any prejudged determination or particular
outcome, but just really having a more accurate way in which we
understand what poverty constitutes.

2010 DECENNIAL CENSUS

Mr. SERRANO. Right. Mr. Chairman, I know we are on close to
some votes and I want my colleagues to ask some questions. Can
I just ask you a quick question, Mr. Secretary? H.R. 1 and the cuts
that are included in H.R. 1, could that in any way impact on the
rest of the Census information coming out? I know that is already
underway, or was that included in past dollars that we allocated?

Secretary LOCKE. Well no, work is already underway for the 2020
Census. Our goal is to make sure that the cost of administering the
2020 Census per household is lower than it was for the 2010 Cen-
sus. So that really means that we have got to look at the greater
use of technology, and we need to start some of that planning. We
need to start with the private sector on the viability of these tech-
nologies. We cannot get into the position like we were for the 2010
Census when we contracted for handheld computers, and they did
not work, and then we had to scramble to really make up for it.
And that actually added to the cost.

We also need to look at other ways of trying to get reliable infor-
mation. And we also need to test some of these theories. And on
the American Community Survey, that is something that the busi-
ness community relies on heavily. And we want to be able to use
some of the theories and methodologies and almost test them dur-
ing the annual American Community Survey in preparation for the
2020 Census.

Mr. SERRANO. Right but I was, very briefly, I was referring spe-
cifically to the fact that you probably have the rest of the year to
give out information on the 2010 Census. If H.R. 1 becomes law,
heaven forbid, sometime soon, does that affect that? Or was that
information included in dollars that have been allocated before? In
other words, can you finish the work of the 2010 Census or will
H.R. 1 impact that?

Secretary LOCKE. Well actually what would be of greater impact
would be if a continuing resolution were not passed. As long as we
are continued at the existing levels then we quite frankly should
be able to disseminate the information from the 2010 Census to the
states for the redistricting purposes and for the reapportionment
purposes.

Mr. SERRANO. Thank you. Thank you, sir.
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Mr. WoLF. Mr. Honda.
Mr. HONDA. Thank you
Mr. WOLF. There is a vote. It just began. Mr. Honda.

TSUNAMI WARNING NETWORK

Mr. HONDA. Thank you. Let me also add my congratulations to
you, Secretary Locke. I am sure that, the community is very, the
Asian American community is very proud of you. I am sure your
family is too, and I acknowledge that your dad, he is watching and
he is probably feeling real proud about you, too. So I just want to
add that.

And you have done a great job. You are going to do a great job
as Ambassador, not because I am saying so, but because in Silicon
Valley there was quite a few articles after the summit that had in-
dicated that finally, they said, that we have a Secretary of Com-
merce that gets it. Meaning that the Secretary of Commerce gets
what is going on in technology, and the businesses, and specifically
in Silicon Valley. But I think in general across this country. And
I think Congressman Wolf’s district is also a very similar district
as mine in terms of technology.

The question I had, Mr. Secretary, was around Census and I
guess I just want some sort of a quick answer on to be able to be
prepared for 2020 will there be a chart that is going to be used as
a benchmark where we can pace ourselves and look at all the
points that we need to hit before 2020? Having gone through the
2010 the Administrator had to bear the brunt of the criticism on
things that had not occurred prior to him being appointed. So I
want to avoid that, and be assured that someone in the Depart-
ment will lay out a, something like a PERT chart, program evalua-
tion review chart. That is one question.

The other one is about the tsunami detection. I appreciate Chair-
man Wolf's letter that responded to the Indian Ocean tsunami, but
also anticipated the future. And I think that that is a good thing
to dg. And I understand that there are thirty-nine buoys out there
now?

Secretary LOCKE. About thirty-nine, yes.

Mr. HONDA. Yes. Seven down to be

Secretary LOCKE. Seven or nine that are down for maintenance.

2020 DECENNIAL CENSUS

Mr. HONDA. The question I would have is in order for us to pro-
vide the additional coverage globally and provide that early detec-
tion, do you have any numbers that would reflect the costs of doing
that in order for us to be able to anticipate and avoid great costs
to other countries and ourselves? And that in my mind is not cut-
ting for savings, but it would be investing for future cost avoidance.
I was wondering whether you had any sense about that?

Secretary LOCKE. Well let me just first answer the question with
respect to the planning for the 2020 Census. Planning is already
underway and we are already trying to stand up advisory commit-
tees to really look at what needs to be done for the 2020 Census,
what lessons can be learned from the 2010 Census? How do we
really reduce the cost per household from what we spent on the
2010 Census? And how do we really use technology, whether it is
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the internet, and other technologies to reduce the costs? So that
planning is underway and I am sure that they are developing a
timeframe or a time schedule of various deliverables and projects
and we would be happy to share that with you.

[The information follows:]
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Ciarification for the Record

2020 Census Preliminary High Level Schedule

Activity

Establish Pl Infrastructure October 2008 — September 2009
FY Revelop & Be;)srei:;:t:isslrateglc Plan and Program October 2008 — September 2009
S’\)E:)(zn?s !2:(\)(09 7 | Develop & Baseline Research and Testing Priorities Qctober 2009 — September 2010
¥ Develop & Baseline the Business Plan October 2009 — September 2010
01 Develop & Baseline the T Integration Plan including
ali with the Enterprise Architecture October 2010 - September 2011
Develop & Baseline Research and Testing Plans October 2011 — September 2012
Develop & Baseline Program M: Processes | October 201 1 - September 2014
Develop & Baseline System Engineering Processes October 2011 — September 2014
FY Determine Strategy for Major Acquisitions October 2012 — September 2014
Research & 2012 — | Conduct Research & Testing and the Field Tests October 2012 — September 2014
Testing FY Stand up and Operate a Virtual LCO at Headquarters | October 2012 — September 2017
2014 Stand up and Operate a Test LCO October 2013 ~ September 2017
Devsa(op & Bgsehne Supplemental Research and January 2013 — September 2014
Testing Priorities
Determine & Refine Initial Operational Designs September 2014 - September 2015
FY Develop & Baseline Supplemental Research and N _

! Supplemental | 2015~ | Testing Plans October 2014 - September 2015
Research & FY | Conduct Supplemental Research and Testing | October 2014 — September 2018
o 5
Vesting 2018 Begin Critical Planning for the 2020 Census October 2014

Develop & Baseline Operational Requirements October 2014 — September 2017
Systems Development and Testing Qctober 2015 — September 2018
Operational FY Select & Baseline the Operational Design October 2015 ~ September 2016
Development | 2015~ | Conduct Operational and System Tests October 2016 — September 2017
& Systems FY Plan 2020 Census Program of Evaluations and
Testing 2018 Experiments (CPEX) Program September 2017 ~ December 2019
Update & Re-Baseline the Operational Design October 2017 — September 2018
Establish Field Infrastructure January 2018 — December 2019
Systems Readiness Testing October 2018 - September 2021
Address Frame Updating January 2019 — August 2020
Enumeration Activities January 2020 ~ August 2020
& 4 9 N 73
Readiness By l?xecute 2020 CPEX Program Jdmfa? 2020 — September 2023
Testing 2019 - Census Day April 2020
. T Data Processing January 2020 — March 2021
Execution & FY e - —
Close Out 2023 Deliver Apportionment Counts December 2020

Deliver Redistricting Data

February 2021 — March 2021

Deliver other Data Products including Census
Coverage Measurement Results

May 202} — September 2023

Closeout the Census

September 2020 — September 2023
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Mr. HONDA. Thank you.

Secretary LOCKE. That would be used as measurements or
metrics. With respect to tsunamis let me just say that, while it is
on a lot of people’s minds in light of the tragic events in Japan, we
know that it is not just the West Coast but as Chairman Wolf indi-
cated it is also on the Eastern Coast as well. And as Congressman
Serrano indicated, not just the north but also down in the Carib-
bean. And we need obviously more buoys and more detection facili-
ties, more centers. It is all a matter of budget. And we do know
that obviously from what we saw, and thanks to Chairman Wolf’s
leadership after the Indonesian tsunami, that when you have more
buoys we were able to have faster response. We were able to issue
the warning within nine minutes after that earthquake struck
Japan last week.

But it is not just buoys. It is not just the centers. It is the sat-
ellites. It is all the technology that goes with it and making sure
that everything is maintained and up to date and all linked to-
gether. That is what makes the tsunami warning system effective,
and helps save lives.

IMPACT OF BUDGET CUTS

Mr. HONDA. Thank you. And I think the line of questioning here
on this panel is along the lines of looking at deficits and debts. But
I think my sense is in this committee, subcommittee, that there is
also a sense that there is going to be a great return on investments
if we make it properly. And with the current cut again on a 2011
that will have a major negative impact not only on jobs that I am
sure that the Department of Commerce is set and can create if we
continue the 2011 without the cuts. I was just curious about if
there is anything off the top of your head as to the impact on job
creation and the kinds of things that we have talked about here.
Not only saving lives and avoiding future costs, but the kinds of
jobs that we would be looking at that we could be losing just be-
cause we are looking at cuts for cuts sake.

Secretary LOCKE. Well I think that first of all with respect to the
public safety aspects of the weather service, whether it is the sat-
ellites, predicting hurricanes or tsunamis, or just snowstorms, it is
like a police department or a fire department of a local community.
When you make cutbacks, there will be consequences. You cannot
foresee those now, but you know that your response times will be
down. You will have less police officers on the street to respond to
incidents or reports of crime. Those are the consequences when you
make those cuts. These are tough choices. And obviously you all as
members of the Congress, the House and the Senate, in delibera-
tion with the White House have to make these tough calls.

Let me just say that that is why the President’s budget, 2012
budget, is focusing on laying the groundwork and the conditions for
job growth. So many of the economists have indicated that the Re-
covery Act did have an impact in creating jobs, or at least avoiding
more layoffs of people and losses of jobs. And whether it is in farm-
ing, or in manufacturing, or in business sometimes you have to
spend a little bit more in order to prime the pump and get more
revenues and increase your business. You advertise a little bit
more to get more market share. And what the President’s budget
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for 2012, while holding discretionary spending constant and freez-
ing domestic spending over the next several years, does put se-
lected enhancements and increases in programs that he believes
will actually incentivize job creation and get our economy back on
its feet faster.

Programs in R&D, research and development, things that the
private sector is not able to do on its own but with government as-
sistance will create those next products and technologies that can
be commercialized that can then create more businesses, help exist-
ing businesses grow, and create jobs, to investments in education.
You know, you look at the number of engineers that other countries
including China and in Asia are producing. Where are the engi-
neers for America? And not every job requires a four-year degree.
Some of it is community college education, which is why we have
more investments in community college programs. Because for in-
stance, when the President visited Silicon Valley he talked to some
companies who said that they would be more than glad to move
their manufacturing facilities back from China to the United States
if they had engineers. Not four-year degree engineers, but the kind
of the engineers that work on the assembly line that can help in
the innovation and the production and the lean manufacturing of
those products.

So that is why the President is calling for investments in edu-
cation, in R&D, including making permanent the R&D tax credit
and expanding it. To encourage more manufacturing and more in-
novation here in America to create jobs. And I think a lot of the
economists have indicated that many of the programs in the Recov-
ery Act did in fact make a difference in avoiding further job losses
and in fact creating jobs.

Mr. HONDA. Thank you. And Mr. Chair, I appreciate the time.

Mr. WOLF. Sure. Mr. Schiff may have to, if you want to ask an-
other question, because you may have to leave to go back home to
his district. So why do we not, go ahead.

WEATHER SATELLITES

Mr. ScHIFF. Thank you, Mr. Chairman. Mr. Secretary, congratu-
lations also on the new post. And I would just urge you as a rep-
resentative of a district that relies heavily on intellectual property
to urge the Chinese government to step up its enforcement particu-
larly in the criminal law area on intellectual property theft.

But what I wanted to ask you about today, you mentioned the
central importance of the new JPSS in developing National Weath-
er Service forecasts. The satellite will replace satellites currently in
orbit that are aging fast. Due to problems in previous programs
and delays in getting JPSS funding because of the continuing reso-
lution we are likely to be going without this coverage for a year or
more. Accurate long-term weather forecasts and storm warnings
are such an integral part of so many sectors of our economy that
this is truly worrying. What is the chance we will be able to main-
tain this coverage? And what will happen to our weather forecasts
if we do not have a budget with the needed funds this year?

Secretary LOCKE. Well, there will be a gap. I mean, even with
the 2012 budget there will be a short gap. Even if it were funded
at the full level there will be a short gap. And if it is not funded
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that gap will lengthen. And what does that gap mean? We have
certain satellites in orbit now that are degrading. That will basi-
cally cease being operational. And so until the new satellites are
launched and operational we will not have the information that we
need to provide as accurate a forecast as we now provide.

Mr. WoLF. Excuse me, Mr. Secretary? We are down to three min-
utes. So if you might, will you call Mr. Schiff, too?

Secretary LOCKE. Yes.

Mr. WoLF. Next week? And go through this. And then if you will
come back, we are coming back.

Mr. ScHIFF. Thank you, Mr. Chairman.

Mr. WoLF. Thanks. Thank you, Mr. Secretary. We will be back
in about twenty minutes.

Secretary LOCKE. Okay. Thank you.

[Recess.]

CYBERSECURITY

Mr. WoOLF. The hearing will begin and we will not be interrupted
since they were the last votes. And we will try to move, you know,
fairly fast. And I am going to jump around a lot because there are
a number of budget issues. You know, we can work with your staff
and get some answers, too. But your Bureau of Industry and Secu-
rity is responsible for controlling the export of dual use goods and
technologies. At the same time other countries are attacking De-
partment computer systems to get similar types of information.
Has the Department ever conducted a strategic analysis of where
these breaches, like for instance China, and export control issues,
are coming from? And who is trying to acquire what technologies,
and why? And if you have not, and I sense that you have not, and
I sense that the previous administration has not, would you do
that? Would you do a study for us and report it to the committee,
and maybe classified? And we would, you know, however you told
us to treat it we would treat it. But if you could do that for us, but
have you ever done one like that?

Secretary LOCKE. Mr. Chairman, I believe that we actually have
done a lot of analysis of the attacks on not just BIS but many of
our other sites throughout the Department of Commerce. And—

Mr. WoLF. And why they are doing it? Why they are going after,
what they are going after, government-wide?

Secretary LOCKE. Well I am not sure that, we could indicate to
you, perhaps privately, all the research that had been assembled
by all the federal agencies with respect to who is doing what, and
perhaps what their motives are. But obviously it is of concern to
us, the frequency of the attacks against our systems. Which is why
the President’s 2012 budget does call for significant enhancements
in cybersecurity.

Mr. WoLF. But I mean, we are also looking at it as a way of
knowing what they are targeting. Not only the cyber issue, but
what they are targeting and what technologies they are trying to
gain.

Secretary LOCKE. That might, with respect, be more appropriate
for other agencies that actually have technical information that
others might want. We are understanding that the attacks against
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our systems are simply to understand and get all the information
that we have, in terms of whether it is policy and——

Mr. WOLF. But are you, but is it, well let us, let us give you a
letter and let us——

Secretary LOCKE. Sure.

Mr. WOLF [continuing]. You know. But we would like to see you
do a study to see why they are going after. I mean, are they going
after NASA because they are trying to do something? I mean, obvi-
ously they may just be using a vacuum cleaner on certain occa-
sions. But other occasions it is targeted. And what countries are
doing the targeting? And we will also deal with the FBI, too. But
what countries are doing the targeting? And what they are actually
targeting, and why are they targeting it with regard to tech-
nologies?

Secretary LOCKE. I believe that information does exist. It is not
a study that has been initiated by the Department of Commerce
with respect to why people are attacking the systems of, let us say,
NASA or defense agencies. But I am sure, we would be more than
happy to share whatever information the federal agencies have
with you on that regard?

MANUFACTURING AND THE ECONOMY

Mr. WoLr. Okay. General Electric CEO Jeff Immelt was recently
appointed by the President to chair his Jobs Council, has publicly
stated that for the U.S. to have a sound economy at least 20 per-
cent of U.S. jobs should be from manufacturing yet we have less
than half that number today. What level of manufacturing do you
believe is healthy and necessary for a sound economy?

Secretary LOCKE. Well I do believe that we do not manufacture
as much as we can and that we should. That is why there are a
host of initiatives within Commerce and the other agencies and
throughout the federal government focusing on that. The President
has called for, for instance, increasing the R&D tax credit and ex-
panding that, making that permanent.

Mr. WoLF. But do you have a percentage? Immelt said 20 per-
cent of our workforce should be in manufacturing.

Secretary LOCKE. I do not have that percentage.

1}1/11“. WOLF. Could you look and see if you can think about it,
and——

Secretary LOCKE. Yes, we would be more than happy to get back
to you on that.

[The information follows:]

MANUFACTURING AND THE ECONOMY

The U.S. is the world’s dominant manufacturing economy. One reason the U.S.
has a lower share of workers in manufacturing compared to other nations is because
U.S. manufacturing labor productivity has outpaced that of our competitors. In Feb-
ruary, U.S. manufacturing employment was 10.8% of total private employment. Ex-
panding employment in the manufacturing sector is a top priority of the Adminis-
tration, as evidenced by the National Export Initiative.

Mr. WoLF. We understand that the Director of National Intel-
ligence has commissioned a classified study on the state of the U.S.
manufacturing base. Are you working with him on this effort?

Secretary LOCKE. Our folks at the Department of Commerce are
working with the not only, well, we are part of a collaborative ef-
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fort on all of these assessments on manufacturing, including work-
ing with, for instance, Ron Bloom, who is the Special Advisor to the
President within the White House, on manufacturing policy.
Mr. WoLF. And will that be classified or not?
Secretary LOCKE. I do not know.
Mr. WoLF. Okay. Can you tell us, or
Secretary LOCKE. We would be more than happy to report back.
I do not know that off the top of my head if that assessment will
be classified.

HUMAN RIGHTS TRAINING

Mr. WOLF. Previously this subcommittee directed the Depart-
ment to provide human rights training to ITA employees. The pro-
gram lapsed for several years. What is the status of the human
rights training program now? And how many employees got train-
ing last year?

Secretary LOCKE. I believe that program is ongoing, and I believe
that we have in fact stood up a 24/7 online training component as
well. I believe almost two-thirds of our employees last year received
that training and participated in those training efforts. But I could
get you the exact training. Oh, actually I have it here. More than
600 commercial service staff were trained out of about 900. And
these were in commercial missions to fifty countries. And they par-
ticipated, we had some twenty-six worldwide training events. But
again, we also now have, for not all who can attend these training
sessions, we now have a 24/7 access, an online learning module
that all employees, that we are making available to all the employ-
ees.

Mr. WoLF. Available, or is it mandatory?

Secretary LOCKE. Well we do have comprehensive training proto-
cols. And if they are not able to attend the in-person then we are
making those online learning modules available as well.

Mr. WoLF. But available, or mandatory? That was the question.

Secretary LOCKE. I will find out for you there.

HuMAN RIGHTS TRAINING

During 2010 and early 2011, 603 client-facing CS staff were trained (target for
this timeframe was 300), representing 50 countries at 26 worldwide training events.

To ensure global, 24x7 access to the content and to reach those that could not at-
tend an instructor-led session, an online learning module was developed. ITA is re-
quiring that all CS client-facing staff who have not taken the instructor-led course
take the online module this fiscal year.

DEPARTMENT REORGANIZATION

Mr. WoLF. There have been press reports that the White House
will be proposing a major reorganization at the Department of
Commerce and some related agencies. The committee has not seen
any proposals so we are unsure exactly what will be included. How-
ever, one of the proposals is to move the U.S. Trade Representative
into the Commerce Department. Some have voiced concerns about
doing this. Would you tell us about the proposed reorganization?
What are the goals? And what can you tell us specifically about it?

Secretary LOCKE. Well there is actually no proposal yet. The in-
dividuals conducting the effort, Jeff Zients, who is the Deputy at
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OMB, is still talking to people and meeting with the various agen-
cies and meeting with stakeholders. The reorganization is focusing
on the export and trade promotion agencies of the federal govern-
ment at this point.

Mr. WoOLF. Do you expect a legislative proposal will be sent to
Congress this year?

Secretary LOCKE. I cannot speak for Mr. Jeff Zients. I do know
that the President has asked, or signed an executive order asking,
that the results and the recommendations be delivered to him with-
in ninety days.

Mr. WoOLF. And that would take legislation, is that correct?

Secretary LOCKE. It depends on the extent of the recommenda-
tions and the proposed reorganization.

Mr. WoLF. How do you, can you explain?

Secretary LOCKE. Well there are some things that are executive
agency. For instance, the Trade Representative’s Office. I mean, if
nothing happens, if it is moving other things within the Office of
the Trade Representative, that might be done by executive order.
If it is dealing with the statutory agencies like Commerce or other
agencies then I am sure that would require congressional action.
But nothing has yet been produced. Nothing has been shown to any
of the agencies now involved in export or trade promotion. Right
now Mr. Zients and his team are simply talking to people and gath-
ering facts and assessing people’s viewpoints.

BIS FUNDING LEVELS

Mr. WoLF. Now the Department is, this is the Bureau of Indus-
try and Security, the Department is requesting $111 million for the
Bureau of Industry and Security. This amount is about $11 million
higher than the 2010 enacted level. The increase of about $11 mil-
lion will support thirty-seven additional positions on the Office of
Export Enforcement. Of this amount $10 million will support
counterproliferation and export enforcement activities with respect
to their work with sensitive U.S. dual use goods and technologies.
An increase of $3 million will support an increase in the number
of staff involved in counterproliferation, counterterrorism, and na-
tional security programs. Both of these increases are in response
to the recommendation of the 2000 Report of the Commission on
the Intelligence Capabilities of the U.S. To what extent can you tell
us in this open session what worries you more, rogue states or lone
terrorists?

Secretary LOCKE. Let me just say that we need to make sure that
when U.S. companies export, they are not exporting to inappro-
priate destinations. And that even if they export to destinations
that are deemed friendly to the United States that those exports
are not reexported to countries that wish to do us harm. And that
is why the President has called for enhancing our security meas-
ures to make sure that any items that might have military applica-
tion do not go to those ultimately who wish to do the United States
and our allies harm.

U.S. PTO PLANNED FUNDING CARRYOVER

Mr. WoLF. The U.S. Patent and Trademark Office is again pro-
posing language to allow it to spend fees in excess of appropria-
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tions, so-called buffer language. PTO is also requesting authority to
collect $2.7 billion in fees while at the same time their spending
proposal is for only $2.6 billion. The difference of about $107 mil-
lion is being proposed by the PTO as a reserve to be carried over
from fiscal year 2012 to 2013. PTO anticipates carrying over $342
million in fiscal year 2013. Please explain why PTO is expecting to
carry over this level of funding? Why would not PTO spend these
funds to work now, and work down the backlog?

Secretary LOCKE. We are trying to expend as much money as we
can as fees come in. But we need to try to maintain a steady state,
just like any company would have, to have a steady state of oper-
ations so that if the following year we suddenly have a drop in ap-
plications we do not want to rely on that money coming in the door
at that point. Because we need to make sure that we have people
and the staff available to handle all those applications that came
in a year ago, two years ago, three years, and four years ago. So
it is really trying to have an even flow of revenues and expendi-
tures so that we can gradually ramp up and hire additional staff
and use more technology to process all of these patent applications
that have been waiting in a much faster timeframe.

U.S. PTO PATENT AUTOMATION

Mr. WoLF. In 2005 GAO reported that PTO had spent over $1
billion between 1983 and 2004 for patent automation activities
which did not achieve a fully integrated electronic patent process.
Between fiscal year 2006 to October of 2010 PTO spent another
$47.9 million on another IT modernization effort on a system that
has not been effective. So PTO is now developing its new end-to-
end patent system and its budget includes funds to continue these
efforts. And we understand that Under Secretary Kappos, he said
that he is confident that PTO is on the right path with this. The
arrangement might be fine with him at PTO, or it might not. But
if it is, what happens when he leaves?

Secretary LOCKE. Well that is why we have undertaken a com-
pletely comprehensive review and change is how we are doing ev-
erything, focusing on both the line staff and career managers. The
career staff who, you know, basically are the heart and soul of the
Patent and Trademark Office. And the politicals come and go but
we need to make sure that we have a highly energized, committed,
dedicated career force that are people to sustain things.

Mr. WOLF. But do you have the technical expertise? Because the
same thing happened at the FBI on their computer system. They
would bring somebody in, they would go. The cost overruns were
very, very high. Are you confident? Have you the absolutely con-
fidence in people that if he leaves, or should he leave, that it will
continue? Because you have had these occasions where the money
was pretty much not giving you what you thought you were going
to get for it.

Secretary LOCKE. And that has always been a concern of mine,
and that is why we are embarked on a Commerce-wide review of
our entire acquisition programs. Making sure that the people who
design these and make these requests are actually realistic and
that the people who go out and do the procurement are able to ask
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the questions as well and not just accept the wish lists of those
seeking the systems.

But going back to the Patent and Trademark Office, there has
been a substantial change in the entire leadership, the top leader-
ship at the Department, or the Patent and Trademark Office, with
career people in place. We are very confident, very pleased with the
caliber of people that we have. And if you look at it it is not just
David Kappos but the line staff and the managers who have been
really responsible for driving the organizational management
changes that have resulted in a dramatic reduction of the backlog
eveﬁl as the number of applications has increased dramatically as
well.

We believe we have this new culture of career and line staff and
even political appointees who are united in the mission of reducing
the backlog, making sure that our investments in technology really
work and pay off. So I am confident that even if Mr. Kappos were
to leave that the reforms that he has initiated, with the support
of line staff and labor and the management teams, will survive.

Mr. WoLr. I want to go a few more, and Mr. Fattah will go over.
But the PTO and China, I believe we are putting ourselves at a
disadvantage by making U.S. patent applications available online.
I understand that making applications available online is required
by law. But I think we should be publishing abstracts only. Please
provide me with the underlying authority whereby U.S. posts its
patent applications online.

Secretary LOCKE. I will have to get back to you and get you that
legal authority, sir.

[The information follows:]

U.S. PATENT AND TRADEMARK OFFICE

Congress provided for publication of patent applications at eighteen months from
their filing date in the Domestic Publication of Foreign Filed Patent Applications
Act of 1999, Sec. 4502(a), now in statute as 35 U.S.C. 122(b). This publication re-
quirement is consistent with other major Patent Offices around the world.

Mr. WoLF. What thoughts do you have? How can we stop China
from counterfeiting the products that they copy from the patent ap-
plications that are available online?

Secretary LOCKE. Well I think that intellectual property viola-
tions in China and other countries is a major concern. American
companies are losing billions of dollars of lost sales and opportuni-
ties as a result of piracy, counterfeiting, and/or lack of aggressive
enforcement of intellectual property rights. It is a high priority for
the Department of Commerce with respect to China and other
countries. It is obviously going to be a major issue for the next am-
bassador to China. And we do have ongoing programs between the
Department of Commerce, our Patent and Trademark Office, our
General Counsel Office, in trying to improve the rule of law with
exchange programs in China. But

TRADE ENFORCEMENT WITH CHINA

Mr. WoOLF. But Mr. Secretary, President Obama had a state din-
ner for Hu Jintao when he had the 2010 Nobel Prize Winner in
jail. And his wife was not even allowed out of her apartment. She
was under house arrest. So I hope you do not go there with a
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pollyannaish viewpoint that, you know, that we have these ex-
change programs, and we are doing this, and we are doing that.

I mean as of now, two years ago when I was there, there was
one person working on human rights and these issues in the em-
bassy and they had fifteen people working on trade. To think that
you can trust the Chinese just because you have a program, I
mean, I hope you are going to go over there with a more hard-
headed approach with regard to that.

Secretary LOCKE. Well I think if you look back at everything that
I have done at the Department of Commerce with respect to our
negotiations, our actions against China in terms of the trade en-
forcement cases, to the sanctions against China on tires, all that
we have done with respect to trying to get the Chinese successfully
to back off on their government procurement contracts that favor
their homegrown innovation, to our discussions at the Joint Com-
mission on Commerce and Trade. I mean, we have not been
pollyannaish at all.

Mr. WoLF. Have you been successful?

Secretary LOCKE. I think we have had success. Is it as much as
we would like? No. Do we want more progress in China, and do we
want faster progress in China? Obviously, yes.

Mr. WoLF. Do you trust the Chinese government on these issues?

Secretary LOCKE. It will always require constant vigilance and
monitoring, sir.

Mr. WoOLF. Was that a yes, or no, or maybe?

Secretary LOCKE. Well we are seeing progress in some fronts
from the Chinese. Is it as much as we would like, no. Is it as fast
as we would like, no.

Mr. WoLF. Does it raise the little question if the Nobel Prize win-
ner is in jail, and they have all the Catholic bishops in jail, and
the Protestant pastors in jail, and they are doing that? That there
is an element of concern with regard to what they are doing on eco-
nomic issues?

Secretary LOCKE. Well that is why we have consistently pressed
the Chinese on these issues. That is why we have various forums
by which we can raise these issues. We are making progress.
Again, it is not as fast and as much as we would like. But that
doesn’t mean that we give up. And certainly we go in with a very
Eealistic eye and view of what is happening and what needs to be

one.

And, of course, that includes human rights. And you and I have
chatted about this before. And the policy of the United States is
very clear. We very much support more openness and democracy
and respect for human rights, including people’s ability to worship.

Mr. WoLF. I think you are going to get more letters from me in
China as ambassador than you get as the Secretary of Commerce
on these issues. Will you go worship at a house church when you
are there?

Secretary LOCKE. I look forward to the opportunity of worshiping
in China.

Mr. WoLF. But I said at a house church, at a non-recognized, not
a government run but a house church. Will you go worship at a
house church?

Secretary LOCKE. That is something that I will consider, sir.



76

Mr. WoLF. But why can’t you just say—I mean, can you imagine
if you were to say yes, how that would inspire the 50 million house
church Chinese who are yearning? I wrote the previous administra-
tion. Nobody there would go. Why wouldn’t you go to worship at
a house church? You can worship at all churches. But why wouldn’t
you at one Sunday go with a house church?

Secretary LOCKE. Well, again, how I practice my religion is not
something for the American people to examine.

Mr. WoOLF. It isn’t for the American people. It is to stand with
those who are being persecuted, who are being hauled away. And
the American embassy in China ought to be an island of freedom.

And if the American ambassador won’t even—I will go to dif-
ferent denominations just to show up to be there. Woody Allen says
up to 90 percent of life is showing up. Just in showing up and
being there, particularly in a church where they are cracking down,
and taking people away, and putting them in prison.

It doesn’t raise my comfort. I am surprised. I knew it was a home
run. You would have said, yes, I would be glad to worship at a
house church when I go. So by your answer I get the indication
that you will not worship at a house church.

Secretary LOCKE. That is not what I am saying, sir.

Mr. WoLr. What do you think your chances are, 50-50, 75—25?

Secretary LOCKE. It is not something that I think I should be
stating in public.

Mr. WoLF. Mr. Ambassador, if you don’t publicly identify with
the persecuted in China, then more people will be persecuted. To
say that you raise this issue privately but not publicly is a copout.

If you are a Catholic bishop in jail, you want the American am-
bassador to publicly speak out, not whisper privately in a private
meeting. If you are in Tibet and you are in Drapchi Prison being
tortured and you are a Buddhist monk or nun, you want the Amer-
ican embassy and the American ambassador to speak out publicly.
If you are being persecuted as a Uighur you want the American
ambassador to speak out publicly.

What you have said raises serious concern with regard to me
now for you going to China, because if you won’t stand publicly
with the dissidents. Ronald Reagan said, “The words in the Con-
stitution were a covenant with the people of the entire world.” The
people in Tiananmen. The words that were in the Constitution in
1787 really were the same words with regard to what should apply
in China.

But now if you are going to be politically sort of well I am not
going to do this, I am shocked. I am shocked to say that you would
not even go and attend a house church. Particularly when we know
a particular house church is being persecuted.

Secretary LOCKE. I did not say that, sir.

Mr. WoLF. Well I am asking you. Will you go and attend? I take
out the word “worship,” attend, show up, be there in a house
church, one of the house churches that is being persecuted where
they crack you down.

dSecretary LockE. That is something that I will seriously con-
sider.

Mr. WoLF. Will you advocate for the persecuted in China?

Secretary LOCKE. Yes.
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Mr. WoLr. Will you visit the people that are picked up in prison?
People who are dissidents who are picked up, had you been the am-
bassador now, would you have advocated for the Nobel Prize win-
ner’s wife?

Secretary LOCKE. I am not the ambassador now.

Mr. WoLF. I said had you been the ambassador.

dSecretary LockEe. That is something that I would have to con-
sider.

Mr. WoLF. That is weak. That is very, very weak. If you were
in prison, if you were a Buddhist monk, if you were a Protestant
pastor, if you were a Catholic bishop, you would want the American
embassy to advocate for you. And if the American embassy doesn’t
advocate for you.

Your embassy ought to be an island of freedom. And if it is not
an island of freedom, your time in China will have been wasted.
It will be a failure. And this administration does not have a very
strong record of advocating, speaking out for human rights and re-
ligious freedom in China and in other places.

And I would hope, when I saw that you were appointed there,
I thought well, you know, I think he understands that. I think he
will be somebody who will advocate and speak out.

Secretary LOCKE. I believe that the position of the United States
government with respect to human rights around the world, includ-
ing China, is very clear. We very much support as a government
greater religious freedom, including the house churches. And we
encourage people to attend those house churches and all forms of
worship within China.

Mr. WoLF. I am going to go to Mr. Fattah now. But, you know,
during the Reagan administration, when the Secretary of State or
people in the Reagan administration would go to Moscow, they
would meet with the dissidents. They would invite the dissidents
in to the American embassy. They would then visit the dissidents,
the families of the dissidents who were in prison. They would even
attempt sometimes to visit the dissidents that were in prison.

Do you think that is a good model?

Secretary LOCKE. I think that what others have done has been
very commendable.

Mr. WoLr. Mr. Fattah.

WORLD MANUFACTURING LEADER

Mr. FarTtaH. Thank you. I want to revisit something from the
hearing before the break. Frank Vargo, the leader at the National
Association of Manufacturers, says that, “The United States re-
mains the manufacturing leader in the world. We are the largest
manufacturer in the world despite the inaccurate reports that were
referenced in the Financial Times.”

And I am sure the Chairman was not aware of this when he ref-
erenced it, but that report in the Financial Times is built off inac-
curate data. The United States still outproduces, substantially,
China in manufacturing. We have 21 percent, they have 15 per-
cent. And there is no possibility, even though there i1s some months
of gap in the data, that they could overtake the United States.

So I want to start here, because this is about the United States
winning. We have been winning as has been the case for 110 years
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in manufacturing. And the objective here and the work of your De-
partment, which has been extraordinary on behalf of manufactur-
ers, has helped position us to continue to win.

And I don’t mean win in a relative sense. I am not interested in
300 million Americans doing as well or better than 300 million of
some other country. I mean no matter the size of the country.
China is a much larger country. We still lead them. And we still
lead the world. And we lead India with a billion people.

Now this is, you know, a competitive circumstance. And, you
know, competition is great. But winning is the most important
issue when we are talking about quality of life and wealth.

And so I want to make the record clear that even though this in-
accurate report was made, that not only is it inaccurate in that we
lead but we lead substantially. And that the United Nations sta-
tistic division compiles global data on manufacturing and verifies
that we have 21 percent of all global manufacturing output. And
that when compared, for instance, in this matter to China, they
have 15 percent.

So what we want to do is we want to—I said this in the hearing
the other day, and I will restate it now that the Manufacturing Ex-
tension Partnership program is my number one priority in this bill.
And all of us have priorities.

My Ranking Member is very interested in a lot of issues. But he
is very interested in the salmon and, you know, the $65 million
that is being allocated there in terms of the work that you are
doing in a state that you are quite familiar with in terms of salm-
on. And you heard my other colleague talk about the Gulf and the
importance there.

So, you know, we all have our priorities. And the Chairman has
his, which is admirable in the passion that he brings to the ques-
tion of human rights in China. But if you are in the role of the Am-
bassador for the United States, you will be carrying the official po-
sition of the United States Government, which is set by the Admin-
istration.

And we understand that you would not—you would at all times
adhere to that responsibility as previous ambassadors have done.
And I would also note that previous ambassadors have gone on to
do great things. President Bush was the former ambassador to
China. He became President of the United States. And I note that
we have another ambassador who may be headed at least into the
competitive realm for that. So great things for those who are am-
bassadors to China after they move on from their post.

But notwithstanding all of this, I want to walk—go back to the
issues of the Department relative to American business and com-
merce. It was reported in the Wall Street Journal in December that
American businesses had their largest profits ever in the history
that they have been recorded.

And I want to commend the Department for your work. And I
want to give you a chance to outline some of the things that have
been done under your leadership to help American business do
business, not just here at home but abroad.

Secretary LOCKE. Well first of all let me just say that America
still is the most productive manufacturing country in the world.
When you look at the hundreds of millions of people in China that
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are involved in manufacturing and how we are able to have that
same amount of output value of manufacturing with just a fraction
of the employees, it speaks volumes about the productivity and the
ingenuity of American workers. And that if on a level playing field
we can outcompete just anybody else.

Nonetheless, we need to focus on increasing manufacturing. And
we need to focus on exports. And that is why the President’s Na-
tional Export Initiative seeks to double U.S. exports just in the
next five years, creating several and supporting millions of new
jobs in the process. And we know that jobs related to export on av-
erage pay 15 percent more than the typical wage in America. So
it is a source of good paying jobs, family wage jobs.

The President is looking at corporate tax reform. He is working
with many of the top people within Treasury and his economic
council on corporate tax reform that would address some of these
issues and create greater incentives for company’s to bring their
foreign earnings back to the United States.

But as the President indicated, he wants to do this without add-
ing to the deficit, which means lowering the tax rate, and closing—
expanding the base, and eliminating a lot of loopholes and various
exemptions.

COMMERCE REVENUE OPPORTUNITIES

Mr. FATTAH. Well I want to commend both you and the President
for the appointments to the Competitiveness Council, because obvi-
ously Brian Roberts from Philadelphia was appointed and also
Ellen Kullman who is the CEO of DuPont, which is our neighbor
right there in Delaware. So I know you got two great people from
our region of the country. And I know that the Competitiveness
Council is really drilling down on some of these issues.

You have done a lot of work on—the Administration has done a
lot of work on helping small businesses. You have done 17 separate
tax breaks, tax cuts for small businesses. And we see a real in-
crease in small business activity.

And so I think that there is a lot more that we can look to in
terms of the work that has been done to really position this very
significant increase in profits. Now we have had 12 months of net
increase in private sector jobs. And today’s job numbers in terms
of unemployment claims were very, very good, well below 400,000.
So there is a lot of work that is being done.

I want to say that in terms of the questions of the appropria-
tions, your overall budget is less than three-tenths of one percent
out of every dollar that we are going to spend as a Federal Govern-
ment. And yet it is the—it is the kind of seed corn, if you would,
for the world’s greatest economy.

That is, at the Commerce Department you are really at the very
forefront of trying to make sure that our ability to continue to gen-
erate well over 130 million jobs and have the kind of profits that
we have seen really is, in many ways, you know, we are making
a small investment as a country.

But I want to ask you this question. Much of the services of the
Department help business. Obviously it is the Commerce Depart-
ment. I mean so even when we talk about the weather service, two
thirds of our economy is weather dependent. I mean, it is very im-
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portant about whether or not we invest in these satellites, because
it is very important that we are able to forecast what is going to
happen.

I am interested as you are doing some of your portfolio inside the
Commerce Department, whether there are opportunities to gain
revenues from some of the services that you are providing and
ways in which the Department can still provide the immediate help
to businesses, as you do, for instance, in the patent office revenues.

And whether you think that is a direction that we should move
at least in terms of examining or given the fact that it is such a
small amount in the federal budget, that that is really not some-
thing that we should focus a lot of our time on.

Secretary LOCKE. There are a variety of fee-for-service programs
within the Department of Commerce, even within our International
Trade Administration on Export Promotion. There is a highly val-
ued and very well spoken for gold key program that is a very inten-
sive matchmaking service where our foreign trade specialists will
actually go find and line up eight, nine, or ten potential buyers or
customers for a U.S. company.

We will actually do the pre-investigation due diligence work and
make sure it is a reliable potential buyer or customer for that U.S.
company. Then that U.S. company will let us go to the U.S. con-
sulate or trade office in Belgium or in Budapest, Hungary, and sit
there. We will bring those eight or nine or ten pre-vetted compa-
nies to that American company. It is almost like what we call
speed dating. Many companies have said that their revenues and
their sales have come from the matchmaking services that we pro-
vide.

Now that is a fee-for-service program. And, in fact, it is so highly
thought of that both UPS and FedEx are helping pay for that serv-
ice for companies, some of their customers that they identify are
really ripe for more exporting from the United States. And so those
are some of the programs that we have.

Now we, for instance have a lot of weather and other information
and statistical data that we provide. And that is something that we
are more than happy to look at and consider as to whether or not
some of those should be on a fee for service.

But, you know, some of the information that we also provide is
very valuable to the public and is used not just by commercial pur-
poses. That very same information might be used by independent
researchers or scientists. And so how you draw a line between pub-
lic safety purposes, independent researchers versus those who
might want to use that to make a profit, that is certainly an area
that should be considered.

DEPARTMENTAL BUDGET CUTS

Mr. FATTAH. But it is not an area that I think we should rush
into. But I do think that to the degree that we can make a—you
know, that we can analyze it and that it makes sense.

Now, again, I don’t think that the argument is that we are doing
too much. I think that there is an argument perhaps that we
should be doing more. I think we should be doing a lot more to help
manufacturers.
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I think we should be doing a lot more looking at the demo-
graphics of the country to make sure that women and youth, all we
are seeing over here two years is a significant uptick in the number
of women going into business. But we have, you know, other demo-
graphic realities in which we have had sectors in African-American
and Latino communities and Native American communities in
which they have not always had the access to capital and the op-
portunities presented. But that could be a significant part of our
economic base.

So I think that we need to be doing—you know, we at least need
to look at it. But I think we ought to be careful. You know, we don’t
want to—you know, we have to take care of the goose. And Amer-
ican business is the most profitable ever. We have the lead in man-
ufacturing in a substantial way over countries with much larger
populations. The administration has set in place more than a dozen
and a half tax cuts for businesses.

So you have done a great deal. And with the Competitiveness
Council, it has opportunities to do even more. I think that the regu-
latory reform that has been put in place will or at least they will
look at regulations is an important one.

I want to ask you this question. The President, and you sit in
the cabinet, has asked for two rounds of cuts earlier in this process.
He first asked for the departments to look. And you came back
with some $20 billion in cuts. And then there was $119 billion in
cuts found by the cabinet members.

And even though Senator McConnell, at that point said that that
was a paltry amount of cuts, I guess in comparison to the efforts
that we are engaged in now, it was a very significant amount of
cuts.

I want to know in those earlier rounds when the—under the
President’s direction, you know, rather they were—you already
kind of cut some of the edges around at the Department. And now
we are really getting ready to cut into very important areas.

We are trading off tsunami warnings versus hurricane warnings
from satellites. We are in a touchy area. And we do have a respon-
sibility to the public that is beyond the question of whether we cut
a dollar here or a dollar there. So if you could respond about the
earlier round of cuts that were dealt with in the administration.

Secretary LOCKE. Well let me just say that from day one the
President has impressed upon all of us the need to really be as effi-
cient and effective as possible, to be wise stewards of the American
taxpayer dollars. And it is something that I have prided myself on
as a former governor of the state of Washington where we had to
go through some very painful budget exercises and make these
}ough, tough decisions. So I understand the dilemma that you all

ace.

I think that we cannot ever take the approach of making across
the board cuts. There are some things you want to enhance while
you make deeper cuts someplace else. And you go to your
strengths. And those things that are not as efficient, as effective,
not really providing the results, those perhaps ought to be elimi-
nated as opposed to across the board cuts.

And I can tell you that in this 2012 budget we have made dif-
ficult decisions. But we have come up with almost a quarter billion
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dollars of cuts, of efficiencies through acquisition reform, taking ad-
vantage of IT but actually eliminating programs. And the proposal
is to, for instance, on the Malcolm Baldrige Award to eventually
move that off to the private sector and the foundation. But we are
going to do that over a period of time.

So we are willing to make those tough decisions. At the same
time, I think that it is important that we, as the President has
called for a freeze, a five-year freeze, on discretionary domestic
spending. In that freeze there are enhancements. But those are off-
set by deep cuts elsewhere.

And I think that what the President has proposed by way of fo-
cusing on education, research and development, innovation, work-
ing with the private sector to hasten the discovery of new tech-
nologies, oftentimes technologies that they are not able to do on
their own or the research that they are not able to embark on their
own. We are able to incite, excuse me, incent that discovery, hasten
it, which leads to new products, benefits to our quality of life and
creation of jobs.

That is why I think that the President’s 2012 budget is very stra-
tegic, very focused. And his motto is we want to out build, out edu-
cate, and out innovate the other countries, because we know that
our competitors are very focused.

And that is why the President has also called for corporate tax
reform that will lower the tax rate and provide the incentives for
more manufacturing and economic growth to occur in this country.

Mr. FATTAH. Well I am glad that we have moved away from the
notion that we can have—you know, there were earlier administra-
tions and opinion leaders who were trying to convince us that we
were going to have an information-based or service-based-only
economy and that manufacturing was somehow better done else-
where.

So to have an administration that is focused, and that is excited
about manufacturing here in America, and is celebrating it, and
that understands that it is connected to our long-term viability as
a country. It is also connected obviously to our national security.
I mean we can'’t just give away all of our manufacturing capability.

I think the work that you are doing is important. And I want to
thank you. And, you know, I think that the work you have done
both at the county level and as governor and obviously you have
distinguished yourself as Secretary of Commerce. And I wish you
well in your future endeavors.

Secretary LOCKE. Thank you.

WORLD MANUFACTURING LEADER

Mr. WoOLF. I am going to read you something. And just because
Mr. Fattah said he calls the NAM and he gets somebody to say
something, it doesn’t make it true. And so we are going to check
on this and put this in the record.

Financialtimes.com, Financial Times, Peter Marsh, and we are
going to get the full study. And I want it to be opposite. That is
why I think this administration—we are looking for things where
we differ. I think we differ strongly on this. This administration
has not done a very good job with regard to manufacturing. This
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administration has done a miserable job when it comes to the debt
and the deficit.

But I read the article. It says, “China has become the world’s top
manufacturing country by output, returning the country to the po-
sition it occupied in the early 19th century and ending the U.S.s
110-year run as the largest goods producer.”

I don’t want it to be that way. I have a manufacturing bill that
we are trying to move through this Congress. It goes on to say that,
“The change is revealed in a study released on Monday by IHS
Global Insight, a U.S.-based economics consultancy, which esti-
mates that China last year accounted for 19.8 percent of world
manufacturing output, fractionally ahead of the U.S. with 19.4 per-
cent.”

China’s return to the top is the “closing of a 500-year cycle in
economic history,” said Robert Allen of Nuffield College, Oxford, a
leading economic historian.

Deborah Wince-Smith, chief executive of the Council on Competi-
tiveness, a Washington-based business group, said the U.S. “should
be worried” by China taking over a position that the country has
occupied since 1895.

And then it goes on to say the figures were derived from data
gathered by national statistic agencies around the world and have
been published several months ahead of the equivalent compara-
tive figures that will come out for government bodies such as the
UN and the World Bank.

So just because a guy at the NAM says it, I mean, we are going
to put this in the record. So, Mr. Fattah and Mr. Secretary, you
may not be right. I want you to be right, but you may not be right.
And just because something is said at a Congressional hearing
based on a telephone call does not——

Mr. FATTAH. Mr. Chairman, if you would yield for one second.

Mr. WoLF. I will, but I want to finish.

Mr. FATTAH. I didn’t make any telephone call. This is a state-
ment that was made on March 14th.

Mr. WoLF. Well maybe

Mr. FATTAH. It had nothing to do with our hearing.

Mr. WoOLF. Maybe he was wrong.

Mr. FATTAH. And I am just saying, I don’t want you to think that
I went and made a phone call when I didn’t.

Mr. WoLF. Well I did. But I don’t think it now if you tell me.
Also I think the gentleman lives in my district, and he is actually
a friend of mine. But he may very well be wrong on this.

Also we having Rising Above the Gathering Storm, which I was
involved with helping set up and working with Norm Augustine, is
as United States share of global high-tech exports dropped from 21
percent to 14 percent while China’s share grew from 7 percent to
20 percent, so high-tech 21 percent to 14 percent drop. China goes
from 7 percent to 20 percent.

It says the national debt grew from $8 trillion to $13 trillion.
Federal debt per citizen increased and then it goes on. China then
talks about graduating more engineers, 700,000. We only grad-
uated 70,000.

For the last five years, we have been working on this issue. And
as chairman of this committee, we reversed the decline with regard




84

to the investment in math and science and physics and chemistry
and biology, and all that.

But the Gathering Storm indicates that really what the Sec-
retary said may not be right. And we will get the full data that
comes with this.

But, Mr. Secretary, if you are the Secretary of Commerce, we
don’t want China to be number one. But they may have surpassed
us. And there is a Simon and Garfunkel song, The Boxer, that says
“a man hears what he wants to hear and disregards the rest.”

We cannot disregard that. If somebody has a problem, you don’t
want to go whistling through the graveyard saying, well, it is not
a problem. We are always number one when we are falling. I don’t
want to see us in decline. I want to see us ascend. I want us to
be the dominant power for economic reasons and for freedom and
liberty.

So Mr. Vargo from the NAM may very well be wrong. And we
will submit that in the record.

Secondly, we will also submit points from the Gathering Storm
with other data showing, expressing my concern with regard to the
manufacturing base. I have a bill in. We have asked the adminis-
tration to comment. We get no answer, so we are going to try to
move ahead. Mark Warner is going to cosponsor it with me in the
Senate.

[The information follows:]
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Rising Above the Gathering Storm: Energizing and Employing America for a Brighter Economic Future
http://www.nap edu/catalog/11463.htm!

14 RISING ABOVE THE GATHERING STORM

SOME COMPETITIVENESS INDICATORS
US Economy

e The United States is today a net importer of high-technology prod-
ucts. Its trade balance in high-technology manufactured goods shifted from
plus $54 billion in 1990 to negative $50 billion in 2001.1

* In one recent period, low-wage employers, such as Wal-Mart (now
the nation’s largest employer) and McDonald’s, created 44% of the new
jobs while high-wage employers created only 29% of the new jobs.?

® The United States is one of the few countries in which industry plays
a major role in providing healthcare for its employees and their families.
Starbucks spends more on healthcare than on coffee. General Motors spends
more on healthcare than on steel.3

¢ US scheduled airlines currently outsource portions of their aircraft
maintenance to China and El Salvador.*

¢ IBM recently sold its personal computer business to an entity in China.’

¢ Ford and General Motors both have junk bond ratings.®

o It has been estimated that within a decade nearly 80% of the world’s
middle-income consumers would live in nations outside the currently indus-
trialized world. China alone could have 595 million middle-income con-
sumers and 82 million upper-middle-income consumers. The total popula-
tion of the United States is currently 300 million” and it is projected to be
315 million in a decade.

« Some economists estimate that about half of US economic growth
since World War II has been the result of technological innovation.8

¢ In 2005, American investors put more new money in foreign stock
funds than in domestic stock portfolios.?

Comparative Economics

¢ Chemical companies closed 70 facilities in the United States in 2004
and tagged 40 more for shutdown. Of 120 chemical plants being built
around the world with price tags of $1 billion or more, one is in the United
States and 50 are in China. No new refineries have been built in the United
States since 1976.10

¢ The United States is said to have 7 million illegal immigrants,! but

- under the law the number of visas set aside for “highly qualified foreign
workers,” many of whom contribute significantly to the nation’s innova-
tions, dropped to 65,000 a year from its 195,000 peak.!?

* When asked in spring 2005 what is the most attractive place in the
world in which to “lead a good life”, respondents in only 1 {India) of the 16
countries polled indicated the United States.!?

Copyright © National Academy of Sciences. All rights reserved.
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Rising Above the Gathering Storm: Energizing and Employing America for a Brighter Economic Future
http://www.nap.edu/catalog/11463.html

EXECUTIVE SUMMARY 15

* A company can hire nine factory workers in Mexico for the cost of
one in America. A company can hire eight young professional engineers in
India for the cost of one in America.}*

* The share of leading-edge semiconductor manufacturing capacity
owned or partly owned by US companies today is half what it was as re-
cently as 2001.1%

* During 2004, China overtook the United States to become the lead-
ing exporter of information-technology products, according to the
Organisation for Economic Co-operation and Development (OECD).16

e The United States ranks only 12th among OECD countries in the
number of broadband conrections per 100 inhabitants.}”

Copyright © National Academy of Sciences. All rights reserved.
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Mr. WoLF. I have even raised it with you. We want a repatri-
ation program to put a policy in to bring these jobs back. I can’t
get anything out of the administration. I heard you talk about jobs,
but I can’t even get a comment on it. I can’t even get anybody to
write back. And then I will hear the President roll out and talk
about jobs.

We have a bill in. And finally Mark Warner is going to—we are
going to push this bill. And we are going to try to pass it to bring
real manufacturing jobs back.

Secondly, on the deficit and the debt, the President has failed.
Period. And I want to read for the record a letter that Senator
Coats put in. Senator Coats today led a group of 23 Republican
Senators in sending a letter to the White House calling on Presi-
dent Obama to show “strong leadership, address the financial cri-
sis, and entitlement programs.” This letter comes on the heels of
Coats’ return speech.

In the letter to the President, the senators wrote, “Federal ex-
penditures on Social Security, Medicare and Medicaid are expected
to double over the coming decade and represent an unsustainable
portion of total government spending. In order to ensure the long-
term viability of this program, it is imperative that you lead a bi-
partisan effort to address these challenges.”

And then it goes on to say, and I will quote at the end and put
the full letter in the record, “last year’s National Commission on
Fiscal Responsibility,” which I have said that I will support. I
didn’t set it up. This idea came from Jim Cooper and Conrad and
Gregg. And I hailed the President when he established it. But he
has walked away from it.

“Last year’s National Commission on Fiscal Responsibility and
Reform marked an important first step in identifying a potential
path forward.” Durbin and Coburn together, “Strong leadership is
needed now to advance possible solutions to ensure that our enti-
tlement programs can serve both current and future generations.
Without action to begin addressing the deficit, it will be difficult,
if not impossible, for us to support a further increase in the debt
ceiling. House Speaker John Boehner this month offered to partner
with you in a nonpartisan effort. We join in the Speaker’s offer,
and urge you to lead.”

[The information follows:]
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Wnited States Denate

WASHINGTON, DC 20510

March 16, 2011

The President
The White House
Washington, DC 20500

Mr. President,

The fiscal challenges facing our country today call for courageous leadership. Government
spending is growing at an alarming rate, and the federal budget deficit has reached record levels.
Congress will soon face a vote to increase the debt ceiling yet again, the fourth time in your
Presidency and the 11™ time in the last decade. Future generations will drown in a debt forced
onto them by the inactions of Congresses and Administrations far before their time. The time to
remedy these failures is now.

While Congress is currently engaged in an important discussion on annual discretionary
spending levels, the more significant long-term problem facing our country is the continued
growth of mandatory spending programs. Federal expenditures on Social Security, Medicare and
Medicaid are expected to double over the coming decade and represent an unsustainable portion
of total government spending.

In order to ensure the long-term viability of these programs, it is imperative that you lead a
bipartisan effort to address these challenges. In 1983, President Reagan and Speaker Tip O Neill
recognized the pressing need for reform, showed political courage and worked together to craft a
plan that has safeguarded Social Security for the past thirty years. A similar show of leadership
from you and from congressional leaders of both parties is necessary to address the long-term
fiscal challenges facing our country.

Last year’s National Commission on Fiscal Responsibility and Reform marked an important first
step in identifying a potential path forward. Strong leadership is needed now to advance possible
solutions to ensure that our entitlement programs can serve both current and future generations.
Without action to begin addressing the deficit, it will be difficult, if not impossible, for us to
support a further increase in the debt ceiling. House Speaker John Boehner this month offered to
partner with you in a nonpartisan effort. We join in the Speaker’s offer, and urge you to lead this
Congress and the nation in the critical effort to strengthen our country’s long-term fiscal security.

Sincerely,
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Mr. WOLF. It is time for the President to lead this Congress and
this Nation in the critical efforts to strengthen our country’s long-
term fiscal security. And the President has not led. And by not
leading, he has abandoned the fight. He is walking away. He is
walking away from the fundamental issue that will have an impact
on our children, and our grandchildren, and all of us alive.

And then lastly, and then I want to end this hearing, because I
am going to submit the rest for the record. What I want to tell you
I am disappointed in your answer with regard to whether you
would go to a house church or not.

China is the number one supporter of the genocide, the genocide
in Sudan. I was the first Member of the House to go to Sudan and
saw with my own eyes the genocide, what was taking place and
still takes place against women, and men, and children in Darfur.

China, the country that you are going to be the ambassador to
is the number one genocidal supporter of the Darfur government.
And Bashir, the head of Sudan, is under indictment by the Inter-
national Criminal Court. The Congress in the previous administra-
tion said what is taking place in Darfur is genocide. Genocide.

I am going to write you a letter after you get the ambassador-
ship. I am going to ask you where you are going. I will get a guy
to call you. I don’t know if you will take his call or not, but his
name is Bob Fu, to call you and invite you to go to a Catholic
church, a non-recognized church, a church connected to where
maybe a bishop is in jail or under house arrest, for you to show—
to start to show up. And if you don’t want to worship, just to be
there, to stand there, to identify.

I am not Buddhist, but I go with Buddhist monks. And when I
went to Tibet, I went back into the monasteries to identify, to let
them know that I cared enough. I cared enough so I went. So we
are not going to ask you to worship. And I am not going to ask you
what your language is, what your religion is. But I am going to ask
you to go to Tibet and stand with the Buddhists who are being per-
secuted. And go into a monastery in Tibet.

And then I am going to ask you to go with the Muslims, the
Uighurs, and go ride a triath of that area and stand with them.
And then I am going to ask you to go to a Catholic church where
there is a Catholic bishop in jail to stand with them. And then I
am going to ask you to go to a house church. Where there is house
church leaders who have been tortured, who have been taken away
and are in prison.

And then I am going to ask you to visit the Nobel Prize winner’s
wife, to go visit her. And then I am going to ask you on the 4th
of July to open up the doors of the embassy and let the embassy
be an island of freedom where dissidents can come to stand with
the American ambassador.

And if you do that, I will hail you. But we are going to give you
the opportunity. And we are going to wear you down. We are going
to write you day in and day out. We are going to ask you when the
dissidents come back from here to send people out to the airport
to meet him. We are going to ask you to go into the jails, because
if you don’t, you will have failed. If you do, you will be the most
successful Ambassador.
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And lastly, and I am not going to ask you—embarrass you to ask
this question. But I hope when you leave, you won’t do what many
of the other American ambassadors do. I hope you won’t go out and
represent the Chinese government.

The hearing is adjourned.
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The Hon. Jo Bonner
House Appropriations Subcommittee on
Commerce, Justice, Science and Related Agencies

ESA/Census - QUESTION: The FY 2012 Budget Submission for the
Department of Commerce proposes to discontinue an important economic
statistical series, the Current Industrial Reports program. This program has
provided important information on key U.S. manufacturing and agricultural
sector industries for over 100 years.

In testimony submitted to this Subcommittee, Professor Andrew Reamer of the
George Washington Institute of Public Policy, George Washington University,
stated that the loss of the Current Industrial Reports program “...would result
in the substitution of less frequent, less detailed data, resulting in less reliable
economic estimates.”

The Department’s Budget Submission indicates that this program is being
discontinued to fund “higher priority” programs. In light of Professor Reamer"s
testimony, and given our continued sluggish economic recovery, is abandoning
the CIR program a prudent decision at this time?

ANSWER: This decision was not taken without an in depth consultation with key
data users on relative program priorities and specifically about the consequences of
the elimination of the CIR program. Users weighed the loss of the CIR against
proposed cuts of other programs and key stakeholders understand why we chose the
CIR program given the amount of detail statistics we currently provide for the
manufacturing sector. While few data users wanted to eliminate an existing data
source, the availability of manufacturing product class data from the Annual Survey
of Manufactures, and the continued collection of detailed product information in the
Economic Census and in our monthly trade statistics program, helped mitigate the
loss. Moreover, on balance we continue to measure the manufacturing sector (e.g.
shipments and product class detail - the Annual Survey of Manufactures (ASM), the
Economic Census, monthly new orders and inventories - the Manufacturers'
Shipments, Inventories, & Orders (M3), capital and IT investments - Annual Capital
Expenditures Survey (ACES), research and development - the Business Research and
Development Survey (BRDIS), quarterly corporate profits - the Quarterly Financial
Report (QFRY), rates of capacity utilization for selected manufacturing groups -
Quarterly Plant Capacity survey, etc.) in far more detail than any other economic
sector.

QUESTION: In your Budget Submission, you indicate that you intend to
measure the manufacturing sector through other current program data
collection efforts such as the Annual Survey of Manufacturers (ASM), the
Monthly Manufacturers’ Shipments, Inventories, & Orders (M3), the Quarterly
Financial Report (QFR), the Annual Capital Expenditures, Survey (ACES), and
other products.
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These listed programs generally only provide a single data point (value of
industry-wide sales or shipments) and don’t collect key data on such things as
unit (quantity) production and shipment information. They do not provide data
on sub-segments or product categories of an industry. To give one example, the
ASM covering the paint and coatings industry provides only an industry-wide
annual shipments number (value only), while the Current Industrial Reports
provides details such as volume (gallons) and value (dollars) on categories as
diverse and specific as automobile, light truck, van, and sport utility vehicle
finishes.

Given this, how do you intend to obtain and disseminate critical information on
such things as product mixes and unit costs that manufacturers and producers
need in order to understand market trends and remain competitive, particularly
against foreign competition?

ANSWER: The Current Industrial Reports (CIR) program provides product mixes
and unit cost data for only selected manufacturing industries but not the entire
manufacturing sector. The Census Bureau will continue to collect and publish
information on detailed manufacturing products on an annual basis at the product
class level (rather than the product level) for these 121 categories through the Annual
Survey of Manufactures (ASM). The data in the CIR are consistent with the data in
the ASM. The consistency of this relationship allows data users to continue to
monitor, evaluate, and understand the market. Because the ASM does not collect data
on quantity, unit cost data will not be available on an annual basis. However, the
Economic Census for the manufacturing sector collects comparable data (value and
quantity) that will allow users to derive unit cost.

The Census Bureau continues to measure the manufacturing sectors in far more detail
than any other economic sector, For example, the Manufacturers’ Shipments,
Inventories, and Orders (M3), a principle economic indicator, provides monthly
trends on economic conditions through measurement of current industrial activity
while providing indication of business trends. The Quarterly Plant Capacity
Utilization survey provides statistics on the rates of capacity utilization for the
manufacturing sector. The Census Bureau produces a “Profile of U.S. Exporting
Companies” that provides aggregated data on the U.S. exporting community (i.c.
number of exporters, known value of the export trade, employment size, type of
company (manufacturers, wholesalers, and others) and major foreign markets). These
data, in combination with other surveys covering capital and IT investments, research
and development, corporate profits, etc., provide a host of information to examine,
evaluate, and monitor the performance of the manufacturing sector against foreign
competition.

QUESTION: In previous years, Commerce has provided an explanation of the
benefits and importance of this program that is at odds with the current



95

submission. For example, in its Budget Estimates for Fiscal Year 2011, Census
indicated that The Bureau of Economic Analysis (BEA) uses Current Industrial
Reports data to prepare the quarterly estimates of Gross Domestic Product
(GDP). The Federal Reserve Board also prepares the monthly index of industrial
production and the Bureau of Labor Statistics (BLS) develops price indexes
using these data. The International Trade Administration (ITA) and the
International Trade Commission use these data to monitor the effects of
international trade on domestic production. If this program is discontinued,
how will those agencies be able to meet these requirements currently supported
by the Current Industrial Reports program? Has the Department consulted
directly with these agencies regarding its plan to terminate the CIR program? If
s0, was concern expressed regarding the potential impact the loss of this data
will have on their abilities to adequately perform their missions?

ANSWER: In deliberations on the FY 2012 budget submission, the Census Bureau
consulted with the key data users on relative program priorities and specifically about
the consequences of the elimination of the CIR program. Users weighed the loss of
the CIR against proposed cuts of other programs and key stakeholders understand
why we chose the CIR program given the amount of detail statistics we currently
provide for the manufacturing sector. While few data users wanted to eliminate an
existing data source, the availability of manufacturing product class data from the
Annual Survey of Manufactures, and the continued collection of detailed product
information in the Economic Census and in our monthly trade statistics program,
helped mitigate the loss. Moreover, on balance we continue to measure the
manufacturing sector (e.g. new orders, capital and IT investments, research and
development, corporate profits, etc.) in far more detail than any other economic
sector.

QUESTION: The same 2011 Census Bureau budget submission indicated that
the Current Industrial Reports program covers the Census Bureau’s
responsibilities under the Trade Act of 1974, including Section 608 requirements
to collect data on imports, exports and domestic production on a comparable
basis. Commerce also noted that Section 608 also “requires the publication of
Current Industrial Reports to enhance the comparability of imports, exports,
and domestic production statistic and in order to revise on a continual basis the
import, export and output classification systems to promote comparability with
the International Harmonized System.” In light of this, how does the
Department proposes to meet these statutory requirements if the Current
Industrial Reports program is discontinued?

ANSWER: The Census Bureau continues to show, on a monthly basis, exporis of
domestic merchandise and imports for consumption based on manufacturers’
production. Data in Economic Census years will show manufacturing production
data of these products along with the import and export data. In addition, we are
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exploring the possibility of publishing annual import and export data at a product
class level (i.e. 1,700 product categories) on the Annual Survey of Manufactures
(ASM).

QUESTION: According to the Department’s FY 2012 budget submission,
eliminating the Current Industrial Reports program will save approximately 35
FTEs and $4.012 Million, or approximately 0.04 percent of the Department’s FY
2011 budget request. In proposing to discontinue this program:

Has the Department considered off-setting expenses that will be required to
develop alternate systems to collect and analyze these data in order to meet the
statutory requirements noted above.

ANSWER: Given the plan to leverage existing data sets from other programs as
cited above to meet the statutory requirements of the Trade Act of 1974, we did not
consider off-setting expenses.

QUESTION: Has the Department identified the costs that will be imposed on
other agencies of government, such as BEA and BLS, should they be required to
develop other means of obtaining these data?

ANSWER: We did not explore the cost of agencies such as BEA or BLS developing
other means of obtaining these data. We did provide the National Agriculture
Statistics Service of the United States Department of Agriculture a reimbursable cost
estimate for nine CIR agricultural related surveys.

QUESTION: Finally, has the Department conducted a formal or informal cost
benefit analysis to consider the costs to U.S. manufacturing and agricultural
competitiveness as a result of the discontinuation of the Current Industrial
Reports and whether it exceeds the $4 Million that will be used for other
objectives within the Department?

ANSWER: We did not conduct a cost benefit analysis to consider the costs to U.S.
manufacturing and agricultural competitiveness because of the termination of the
Current Industrial Reports program.

QUESTION: Is the Department conducting or implementing at this time any
plans to discontinue the CIR in the absence of action or approval by the relevant
appropriations committees, to include reassigning, or planning for the
reassignment of, personnel or other resources currently dedicated to this
program, discontinuing the development or fielding of surveys to collect data
required under this program, or reprogramming any funding currently fenced
to or otherwise allocated to the CIR program?
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ANSWER: The Census Bureau is not implementing any plans to discontinue the
CIR program in the absence of action or approval by the relevant appropriations
committees.

QUESTION: The Department of Commerce’s Strategic Plan for FY 2011 —
2016 includes as one of its objectives to “Improve understanding of the U.S.
economy, society, and environment by providing timely, relevant, trusted and
accurate data, standards and services enabling entities to make informed
decisions.” Additionally, it states, “...the Census Bureau assists in fostering
economic growth by providing timely, accurate, accessible, and current
measures of the population, economy, and governments, which help
entrepreneurs and businesses to identify and exploit market opportunities that
generate jobs. This information also helps to provide early signals of impending
problems in Kkey sectors throughout the economy and effective information to
enable communities to build their capacity to attract businesses and sustain
economic growth. Data collected from many monthly, quarterly, and annual
surveys support effective decision-making, in both the public and private sectors,
with the information assets needed to understand social, economie, and
demographic trends.”

In light of this, can you explain why you are recommending the elimination of a
key report that supports this critical objective identified by your strategic
planning?

ANSWER: While the CIR program collects and publishes information on detailed
manufacturing products, slightly more aggregated information on over 1,700 product
class categories are available on annual basis from the Annual Survey of
Manufactures. In addition, detail manufacturing product data will continue collection
in the quinquennial Economic Census. Furthermore, the Census Bureau’s monthly,
quarterly, and annual survey programs on manufacturing new orders, capital and I'T
investments, plant capacity, research and development, corporate profits, and trade
statistics will continue to provide key measures in the performance of the
manufacturing sector.
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The Hon. Chaka Fattah
House Appropriations Subcommittee on
Commerce, Justice, Science and Related Agencies

QUESTION:S for the Record
Hearing on the FY 2012 Budget Request
for the Department of Commerce

QUESTION: Would NOAA have added costs as a result of ending and then
restarting an acquisition process, if the Department does not receive sufficient
funding this year?

ANSWER: Yes, NOAA would incur added costs of developing the Joint Polar Satellite
System (JPSS) due to inefficiencies associated with the loss/reinstatement of critical
contractor personnel, and the need to continuc the contractor government workforce
longer than planned in order to meet the revised launch schedule. NOAA’s estimates of
the JPSS program’s cost and schedule were developed on the premise of receiving the FY
2011 budget request of $1.060 billion at the beginning of FY 2011. Each day the
program is without the necessary funds adds delays to the program development and
overall cost of the program.

QUESTION: For the Procurement, Acquisition, and Construction account, how low
a fiscal year 2011 funding level would require restarting the acquisition process?

ANSWER: NOAA’s request for the JPSS program in FY 2011 was $1.060 billion. With
the lack of funding for JPSS from the full-year Continuing Resolution, NOAA is only
able 1o support fielding and testing of the ground system to support the NPOESS
Preparatory Project launch in October 2011, and is currently developing an operating
plan for FY 2011 to maintain a minimal level of effort on the JPSS-1 spacecraft and
instruments. NOAA is reassessing the next steps, which could include an effort to restart
the JPSS acquisition process.

Since the NOAA satellite acquisition program is the largest component of the
Procurement, Acquisition, and Construction (PAC) account, and the account also
includes funds for a number of important NOAA programs such as critical facilities
repair and replacement, weather radar and ship replacement, there is limited flexibility for
applying additional funds to the JPSS program. The President’s FY 2011 budget for
programs in the PAC account is $2.191 billion. Of that amount, $2.02 billion was for
satellite and related acquisitions. The JPSS request of $1.060 billion is included in that
satellite acquisition amount.

QUESTION: The NOAA Inspector General noted last December that the
Department lacks cohesive policics and procedures for program management and
oversight of major systems acquisitions. What is the Department doing to address
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the IG’s concerns and findings in this area, and particularly with regard to the
satellite program?

ANSWER: In the past year the Department of Commerce has instituted several
department-wide processes, which are geared to improve the coordination, cooperation
and communication among DOC Bureaus. To achieve this objective, the Office of
Acquisition Management has defined its oversight responsibility to the NOAA Satellite
Program; established a process to strengthen acquisition processes DOC-wide; and began
to institutionalize a targeted focus on effective program management.

The Department of Commerce’s Office of Program Evaluation and Risk Management
(OPERM) is conducting an assessment of the Program Management Capability of
NOAA'’s Satellite Programs. The assessment will cover seven (7) program management
process areas {Project Monitoring and Control, Project Planning, Requirements
Management, Supplier Agreement Management, Integrated Project Management,
Quantitative Project Management, and Risk Management). The objective of the
assessment is, in collaboration with NOAA personnel, to target areas for improvement
that will reduce project cost and schedule risks. The intent is that the framework of this
assessment process will be used to assess all future major system acquisitions.

As a pre-curser to the implementation of results of the assessment, the Office of
Acquisition Management has designated individuals responsible for oversight of the
various programs associated with NOAA’s Satellite program in order to create
transparency and the free-flow of information and communication between NOAA and
the Department of Commerce. Through attendance at monthly Program Management
Review meetings and quarterly Deputy Secretary Program Briefings, program risks and
management issues are continuously surveyed and open lines of communications
established. Through this process, the department can mitigate or proactively resolve
issue.

In addition, in June 2010, the Office of Acquisition Management established the
Acquisition Management Review (AMR) process. AMRs are conducted across all
contracting offices within the Department of Commerce. The purpose of the Acquisition
Management Review (AMR) is to evaluate the effectiveness and efficiency of the
individual contracting offices and provide suggestions to improve any noted weaknesses
or deficiencies. The expected outcome is to identify areas which require management
attention and mitigate risk in those areas; thereby increasing the effectiveness and
efficiency of the Department of Commerce acquisition process. The AMR requires DOC
procurement organizations to perform continuous self-assessment through procurement
performance-based measurements, including the results of employee and customer
surveys.

Recently, under the leadership of the new Senior Procurement Executive, the Office of
Acquisition Management has begun to institutionalize a targeted focus on effective
program and project management within the Department of Commerce. The Office of
Acquisition Management is currently implementing the infrastructure that will emphasize
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three basic elements of: 1) establish a resource allocation process that produces realistic
program costs and schedule estimates, and balances requirements across all departments;
2) establish an acquisition process that produces required, affordable & timely products;
and 3) establish a requirements process that produces clearly defined, stable, validated
and affordable requirements. These three elements will be inter- and intra-departmentally
coordinated and supported in order to achieve successful program and project
management results.

QUESTION: The Department has recently issued a draft aquaculture policy, to
“enable the development of sustainable marine aquaculture within the context of
NOAA’s multiple stewardship missions and broader social and economic goals.”
Please explain the specific goals the Department is hoping to accomplish through
this policy, as well as the metrics for determining whether the goals have been met.

ANSWER: The United States is the third largest consumer of seafood in the world and
demand exceeds domestic supply from wild stocks. Currently, the United States imports
84 percent of its seafood, and about half of those imports are from aquaculture. The
current trade deficit in seafood is approximately $9 billion. Growth of domestic
aquaculture would support fishing and agricultural communities and new aquaculture-
based industries in the United States. Currently, the U.S. aquaculture industry (currently
valued at about $1 billion/year) is dominated by the production of freshwater fish for
human consumption. The marine aquaculture segment (about 20 percent of current
production) is mainly comprised of shellfish farming, but also includes farming of finfish
and algae in coastal waters and on land. Aquaculture in the United States can make major
contributions to the local, regional, and national economies by providing employment
and diverse business opportunities from coastal communities to the agricultural heartland.

The purpose of the Department of Commerce’s (DOC) draft aquaculture policy is to
“support the development of sustainable marine aquaculture within the context of the
DOC’s goals of encouraging economic growth and employment opportunities in the
United States and of enhancing United States competitiveness in, and exports to, global
markets”. The policy applies to a broad range of responsibilities at DOC relating to trade,
technology, innovation and entrepreneurship, economic development, and environmental
stewardship.

NOAA also issued a separate, draft Aquaculture Policy to enable and foster the
development of sustainable marine aquaculture in the U.S. As a DOC bureau, NOAA
will participate with the other DOC bureaus to implement this policy. Through this
policy, NOAA is setting the framework for domestic aquaculture that will add to the U.S.
seafood supply, support coastal communities and important commercial and recreational
fisheries, and help to restore habitat and endangered species — while protecting our
marine ecosystems and wild species. Together, the two policies provide a national
approach for supporting and enabling sustainable aquaculture.
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Measures by which to track achievements toward the goals of the DOC and NOAA
Aquaculture policies are outlined in NOAA’s Next Generation Strategic Plan (NGSP)
which calls for increased research focused on sustainable aquaculture activities; increased
numbers of aquaculture facilities that are ecologically sustainable; and implementation of
the national aquaculture policy and NOAA aquaculture priorities. In addition to these
metrics, the 2008 GAO report has called for “filling the [four] gaps in knowledge™ on
offshore aquaculture, namely (1) alternative fish feeds, (2) best management practices to
minimize environmental impacts, (3) data on how escaped aquaculture fish might impact
wild fisheries, and (4) strategies to breed and raise fish while effectively managing
disease.

The FY 2012 budget requests $8.4 million for NOAA’s aquaculture program, an increase
of $2.4 million from the FY 2010 request. This increase supports one of the Policy’s and
GAQ?’s suite of priorities and will be used by NOAA Fisheries to develop aquaculture
feeds that require less fish meal and fish oil.

CommerceConnect

QUESTIONS: The Department is developing an initiative, known as
CommerceConnect, designed to support U.S. business innovation, entrepreneurship,
and job creation. Please explain the ways in which this effort will support and
enhance job creation generally. Does the Department expect that this initiative will
result in efficiencies and cost savings for the Department, both in the short-term and
long-term? In what ways will savings be achieved? Will this effort also enhance
cooperation between the Department and other government agencies?

ANSWER: CommerceConnect is a customer service initiative that improves the
efficiency and effectiveness of the Department's program execution through a one-stop
delivery format. We help businesses grow to create jobs by establishing targeted access
to business-focused programs, products and services offered by the Department and other
Federal, state and local enterprise assistance providers.

CommerceConnect touches businesses through a broad spectrum of contact points
including a website, call center and cross-trained bureau field office staff. In addition,
Commerce bureaus are also engaged in providing access to CommerceConnect through
their websites and promotional activities.

This initiative will result in cost savings and efficiencies in both the short- and long-term.
In the short-term, the Department will cross-train over 250 (over 130 year-to-date)
existing Commerce field staff to understand the full portfolio of business assistance
services offered by the Department, and how to analyze businesses’ needs so they can
effectively match them to the portfolio of solutions. By using existing staff and
resources, we are providing better service to businesses..
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Long-term, the Department is looking holistically at its existing customer service delivery
infrastructure and assessing opportunities for integration or consolidation to achieve
economies of scale. For example, the Department currently has at least 13 stand alone
customer relationship management systems (CRM) that do not interface or share data and
information. We believe we can drive additional program performance and achieve cost
savings through economies of scale by more effectively integrating or consolidating these
siloed systems. We also believe that similar economies of scale opportunities exist related
to the Department's multiple externally-facing call centers and perhaps training activities
as well. The potential for improved service delivery and ease of business access to the
Department’s resources is very high. However, it is noted that in some cases there will
be necessary additional up-front costs such as the migration of data from legacy CRM
systems to achieve long-term cost savings.

Through the CommerceConnect initiative the Department is also improving our
coordination with other Federal agencies. For example, CommerceConnect currently
refers a significant portion of all business inquiries outside the Department to other
business assistance programs at the Federal, state and local level. By developing a close
working relationship with these other agencies, we facilitate targeted referrals to Non-
Commerce assistance programs -- dramatically improving the effectiveness of Federal
government service delivery. CommerceConnect is also actively exploring ways that we
can integrate our customer service delivery infrastructure across Federal agencies. For
example, we have initiated discussions with the Small Business Administration and Ex-
Im Bank about integrating or interfacing with our CRM systems.

Cybersecurity

QUESTION: The Department’s fiscal year 2012 budget request includes several
initiatives related to cybersecurity. Please describe how these initiatives are
expected to improve cybersecurity both inside and outside the Department. What is
the Department doing to address the information security weaknesses that have
been noted by the Inspector General and others?

ANSWER: The $5M cyber security budget request focuses on enhancing enterprise-
level forensics support, cyber security for national security systems, and funding to
effectively utilize services available through OMB’s Trusted Internet Connections (TIC)
initiative. This forensics capability enhancement is designed to reduce the Department's
vulnerability to cyber attacks by quickly and effectively isolating and correcting
information technology (1T) security incidents and providing real-time, enhanced
monitoring of critical network segments. Funds are requested to acquire experienced and
capable IT Security expertise to develop improved IT forensics and investigative
capabilities. The investment in cyber security for national security systems will improve
identity management and operational security improvements to the Department’s national
security systems. Due to classification issues, additional information on this portion of
the request can be provided upon request via a “classified” briefing to Subcommittee
staff. Under OMB Memorandum 08-05, Federal agencies are required to reduce their
risk of exposure to Internet-based cyber attacks by reducing the number of external



103

connections used by the Department. The Department’s TIC initiative aims to reduce its
current estimated hundred access-point connections to a controlled eight Trusted Internet
Connections access points. The Department’s TIC initiative investment is aimed at
service enhancements as well as supporting centralized Department-level monitoring of
cyber security-related data generated through the use of TIC telecommunications
services.

The $23M budget request was the result of a cross-Department cyber security strategic
planning effort that identified cyber security priorities for DOC. This budget request will
fund cyber security improvements in enterprise-wide security capabilities and functions.
One portion of this request will fund a Department-wide continuous monitoring
infrastructure to implement and monitor key information technology security controls on
IT assets across the Department. Security functions provided by this infrastructure
include patch management, vulnerability scanning and remediation, asset management,
configuration management, host based intrusion prevention and improved anti-virus. A
second portion of this request will fund an enterprise security operations center that will
provide support for Department-level security operations, situational awareness, and
response. Together, these capabilities will better enable the Department to effectively
detect, analyze, respond to, remediate, and manage IT risks.

The Department has been strongly focused on addressing IT security weaknesses
identified by the Office of the Inspector General (OIG). The Department developed a
Cyber Security Development Program in response to an OIG audit of IT security
workforce. OIG acknowledged this step in its December 2010 Top Management
Challenges report. The same report also mentioned the Department’s plans for
establishing enterprise-wide continuous monitoring and security operations center
capabilities and acknowledged that these steps should enhance the Department’s ability
to secure its systems. In response to improvements that have been made in the past
couple of years, at the recommendation of the Inspector General, the Secretary of
Commerce lifted the finding of a material weakness in IT security at the beginning of FY
2011; that finding had been in place since 2001. Additional improvements have been
made in security of the Department’s financial systems. Whereas in FY 2009 the
Department was found by OIG to have significant deficiencies in five classes of IT
security controls, in 2010 the significant deficiency finding was narrowed to only two
classes of IT security controls. The Department’s CFO and CIO are jointly taking
ownership of a commitment to eliminate the significant deficiency findings from those
remaining classes of controls, have been consistently monitoring bureau progress toward
this goal, and have been providing regular updates to the DOC’s Deputy Secretary.
Lastly, the Department has identified several key cyber security metrics based on chronic
weaknesses identified by the OIG and has integrated these into bureau-level Balanced
Scorecards, which is the performance management tool used by the Department’s
Secretary and Deputy Secretary for monitoring and managing bureau performance.
Senior bureau leaders are responsible for providing quarterly updates to the Office of the
Secretary against these (and other) Balanced Scorecard performance measures.



104

With respect to improving cybersecurity outside the Department ,, the National
Telecommunications and Information Administration (NTIA), requests an increase of $1
million and 5 FTEs to bolster the Department of Commerce’s leadership role in the
evolution of innovation-promoting policies for the Internet both domestically and
internationally. Of this amount, $247,000 and I FTE will support Cybersecurity issues.
NTIA will use these resources to: advise the Administration on appropriate policies to
ensure commercial cybersecurity; conduct a government-industry study analyzing the
reliability and resilience of commercial broadband communications networks; work with
other agencies to establish policies regarding the creation of a voluntary cybersecurity
best practices program; expand international outreach on cybersecurity; convene
interagency working groups on cybersecurity to inform policy recommendations; and
carry out other activities to help establish consumer and business confidence in the
security of cyberspace essential to the country’s economic and social well-being.

In addition, the National Institute of Standards and Technology (NIST) request of an
increase of $43.4 million for its cybersecurity initiative includes funding for NIST to
apply its IT research and standards expertise and its strong track record for industry
collaboration to significantly improve the security and interoperability of the nation’s
cyberspace infrastructure and emerging technologies. In particular, $14.9 million would
be used to develop improved security techniques, support the creation of consensus
security standards, increase the interoperability and usability of security technologies, and
expedite the secure adoption of emerging information technologies. This will include
cryptographic technologies and capabilities, multi-factor authentication for assuring
online identities, security automation, usability of security, security measurement and
modeling of large-scale systems, critical infrastructure testbeds, cloud computing
cybersecurity standards, and secure adoption of virtual technologies. Further, $24.5
million of the request would support the National Strategy for Trusted Identities in
Cyberspace (NSTIC), with a goal of developing a vibrant Identity Ecosystem where
individuals, businesses, and other organizations enjoy greater trust, privacy and security
as they conduct sensitive transactions online — and that can serve as a platform for
innovation in the United States. Of that amount, $7.0 million would support the National
Program Office, and $17.5 million would support the NSTIC Grant Program to conduct
pilot projects of trusted authentication systems for various applications such as
government services, e-commerce, and health IT. Finally, the NIST Cybersecurity
initiative includes $4.0 million to fund the National Initiative for Cybersecurity Education
(NICE). This would expand the NICE program from one that trains the federal
workforce to a larger national education program focused on identifying and addressing
gaps in cybersecurity education across the nation.

QUESTION: - The budget request includes an initiative within the Bureau of
Industry and Security for additional staffing. What kind of work will these staff be
involved in? What is the gap in export enforcement that will be addressed by these
additional staff? Will this funding help enhance national security?

ANSWER: The Bureau of Industry and Security (BIS) requests an increase of $10.4
million and 28 FTEs to continue to improve its response 1o the Administration®s various
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mandates in the arena of counter-proliferation and export enforcement. Doing so will
place BIS in a better position to execute its critical mission of ensuring that sensitive
U.S. dual-use goods and technologies are not misused by proliferators, terrorists and
others working contrary to the national security interests of the United States, and will
significantly enhance outreach and education efforts directed to promote and encourage
compliant exports. Export Enforcement (EE) has several significant ongoing
investigations and operations which highlight the current need for more investigators and
program enhancements to pursue these national security imperatives.

The Commission on the Intelligence Capabilities of the United States Regarding
Weapons of Mass Destruction (WMD Commission) has recommended enhancement of
the U.S. Government’s counter-proliferation efforts. BIS is seeking additional resources
to increase the number of positions in the Office of Export Enforcement (OEE) to support
increased counter- proliferation, counterterrorism and national security programs and
investigations. Seized Computer Evidence Recovery Specialist (SCERS) enhancements
are also required to support this initiative, as recent investigations have yielded useful
results by utilizing these analytical technologies.

One of the core recommendations of the WMD Report was the expansion of BIS Special
Agent resources in the field. An expanded presence will result in better access to
industries and technologies with associated proliferation concerns, which have thus far
been difficult to reach due to the limited OEE footprint across the country. EE has
conducted an exhaustive study to determine the locations where the greatest need exists
to accomplish its national security mission. That study determined that OEE should
expand its investigative presence in the following states: Oregon, Ohio, Arizona, and
Georgia. This expansion would create four Resident Agents in Charge (RAC) offices in
the designated locations. It is critical that EE establish a presence in each of these
locations. The priority order of expansion will be determined by ongoing investigations
and initial opportunities to co-locate with existing Federal law enforcement offices. This
increase in OEE’s investigative coverage will allow the agency to more efficiently
execute its duties within new regional areas of responsibility, enhance its ability to
prevent the proliferation of dual-use goods and technology contrary to the national
security interests of the United States.

The WMD Commission identified BISs contributions to the national security effort and
recommended greater interaction with the intelligence community. The personnel
resources described in this request will help BIS satisfy that reecommendation. Effective
enforcement requires intensive analytical capability. BIS seeks to increase the number of
analyst positions within the Office of Enforcement Analysis (OEA) to support increased
coordination and liaison with the intelligence community in support of counter-
proliferation, counterterrorism and other national seeurity programs.

American Recovery and Reinvestment Act

QUESTION: Two years ago, the Commerce Department received $7.9 billion in
additional funding in the American Recovery and Reinvestment Act. What impact
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has this funding had on the economy, in terms of new jobs created and existing jobs
preserved?

ANSWER: The Administration took a number of unprecedented, immediate steps to
help curtail the economic downturn and avert a second Great Depression. The American
Recovery and Reinvestment Act (ARRA) was at the heart of this effort, and the evidence
is clear that it has been successful.

ARRA was purposefully designed to create jobs and spur economic activity across a
variety of industries. Whether these jobs are for educators, construction workers,
researchers, municipal servants, or others, they have all been critical to driving economic
growth and recovery in the two years since the passage of ARRA. This is borne out by
the fact that the non-partisan Congressional Budget Office has found that ARRA has
raised real GDP by as much as 3.5 percent and employment by up to 3.5 million jobs.
Similarly, the latest report on the impact of ARRA from the Council of Economic
Advisors finds that it has created or saved as many as 3.6 million jobs, and that private
payroll employment has increased by 1.1 million just within 2010. In addition to these
immediate-term benefits, the programs and projects put in place by ARRA will drive job
growth in the long-term by supporting new industries and investments whose impact will
be felt for years to come.

The Department fully complies with the ARRA requirement to review ARRA recipient
reporting for accuracy and completeness. Recipient reporting includes the number of
direct jobs funded by ARRA in the quarter reported on. While these reported jobs are not
cumulative, DOC can report that for the most recent quarter ending December 31, 2010,
DOC recipients reported that ARRA dollars funded 2,955 direct jobs in just that quarter
alone.

NTIA’s Broadband Technology Opportunities Program (BTOP) is a $4.7 billion grant
program designed to: provide access to broadband in unserved areas of the United
States; improve access in underserved areas; provide broadband technologies to schools,
hospitals, libraries and other strategic institutions; improve broadband capabilities for
public safety agencies; and stimulate demand for broadband. BTOP investments will
result in significant job creation and economic growth over the approximately three-year
life of these grants and will lay a foundation for long-term economic opportunity. In the
short-term, these projects will require workers to lay fiber, install equipment, and
construct facilities. In the long-term, expanded broadband infrastructure will help attract
businesses, promote innovation, improve education and health care, and make the public
safer and more secure.

Many of the public computing centers and sustainable broadband adoption projects
funded by BTOP are providing critical training to vulnerable populations on the use of
computers and technology to help people both find new jobs and be prepared to succeed
in information technology jobs.
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An analysis by the National Economic Council estimates that broadband investments will
create tens of thousands of jobs in the near-term. Since the announcement of awards,
many BTOP projects have begun drawing down funds, breaking ground, purchasing
equipment, and training students and workers. Grantees either have begun installing
equipment or placed orders for significant equipment purchases that will have positive
downstream effects for the economy.

As of the end of 2010, the grantees reported that broadband projects had created or
retained approximately1,200 jobs. Due to the additional requirements associated with
environmental and historical preservation studies and approvals that impact the start of
broadband construction projects, we expect to see significant increases in job creation
and retention figures reported by grantees through the end of FY 2011.

EDA successfully obligated 100% of its $147 million ARRA funds in September 2009,
one year ahead of the Congressional deadline. In total, EDA competitively selected 68
projects for ARRA funding. According to grantee estimates at the time of award, EDA’s
ARRA projects are expected to leverage $5.9 billion in private investment and create
approximately 31,422 long-term jobs.

As of April 7, 2011, 65 of EDA’s 68 Recovery Act Investments have broken ground,
which means 91.18 percent of EDA’s ARRA investments have started. These 65
investments are worth $142,738,559, which is 97.10 percent of the $147 million in
ARRA funding EDA obligated.

As of this date, eight of EDA’s Recovery Act investments have been completed, which
means 11.76% of EDA’s Recovery Act investments have been completed. These eight
projects are worth $13,406,144 which is 9.12 percent of the $147 million in ARRA
funding EDA obligated.

Short-Term Job Impacts

Per Section 1512, EDA’s Recovery Act grantees are required to submit quarterly reports
to FederalReporting.gov detailing the impact that the investment is having on the local
economy. Based on information reported in these reports, EDA’s Recovery Act grantees
have created the following number of short-term jobs per quarter:

. Q3 (2009) - 26.27 FTEs (FTEs created/retained as of September 31, 2009)

. Q4 (2009) - 81.05 FTEs (FTEs created/retained as of December 31, 2009)

. Q1 (2010) ~ 144.35 FTEs (FTEs created/retained as of March 31, 2010)

. Q2 (2010) - 283.58 FTEs (FTEs created/retained as of June 30, 2010)

. Q3 (2010) — 402.12. FTEs (FTEs created/retained as of September 31, 2010)
. Q4 (2010) — 450.44 FTEs (FTE created/retained as of December 31, 2010)

Per OMB direction, Federal Agencies have been advised not to total recipient reporting
data across quarters to prevent possibility of double counting jobs. EDA’s Recovery Act
grantees are currently in the process of reporting information for Q1 (data between
January 1 — March 31, 2011). Final estimates on the FTEs created through this period
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should be available at the end of April. In cases where updated information becomes
available, FTEs can change based on revised recipient reports.

QUESTION: The Census Bureau is continuing its work on the American
Community Survey, designed to serve as the most comprehensive data source
available to governments and businesses about the American people and economy.
How is the fiscal year 2012 budget request designed to assist these efforts, and how
will Americans benefit from these efforts? Will these efforts help to reduce the cost
of the next decennial census in 2020?

ANSWER: The FY 2012 request for the American Community Survey (ACS) will
allow the Census Bureau to conduct the ACS at an expanded sample size of 3.5 million
households. The ACS has replaced the long form from the Decennial Census and
provides the only source of comprehensive demographic data for all areas of the United
States. This investment to expand the ACS sample size will increase the reliability of
ACS data, especially for small and medium-sized towns and communities (areas with a
population of 20,000 or less). This increased reliability will greatly benefit entrepreneurs
and businesses by informing their decisions about where to expand their operations and
providing better data on the changing economic, social, and demographic trends of their
workforce and customers. Additionally, improved reliability of small area data will lead
to more efficient allocations of more than $400 billion in Federal funds to communities
ensuring even the smallest of towns, communities, rural areas, and tribal lands get their
fair share of funding for schools, transportation projects and job training. Finally,
improved reliability will also result in better decision-making at the local level, such as
placement of schools or fire stations, by local governments in locations where they are
most needed.

The ACS research and evaluation program may inform the 2020 Census research and
testing program related to such topics as alternative modes of data collection (including
internet data collection), operational control systems, and software and system
development. The infrastructure of an ongoing ACS also offers an opportunity for using
2020 Census planning funds more efficiently by leveraging that infrastructure for some
2020 Census testing activities. The early research and testing plans for the 2020 Census
are very much focused on redueing the cost of the next Census.

QUESTION: The Department’s fiscal year 2012 budget request proposes to eliminate
Sfunding for the Trade Adjustment Assistance for Firms program. Does the
Department believe that this program is not effective? With the continuing loss of
manufacturing jobs, isn’t the work of this program more important than ever? Does
the Department expect that the centers involved in this work be able to receive EDA
Economic Adjustment Assistance funding to help continue their work?
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ANSWER: The Obama Administration is fully committed to helping workers, farmers,
firms and communities impacted by trade. We are doing the Commerce funding through
a different vehicle this time — the Economic Adjustment Assistance program, which can
get money out more quickly and with far lower overhead costs, meaning more help for
the communities that need it.

Through the Economic Adjustment Assistance model, we can focus resources on helping
the entire community adapt to the changing conditions rather than focusing on a
particular firm.

Here are just a few examples of investments through EDA’s other programs that are
helping companies and communities compete in the global marketplace:

Northeast Ohio has long struggled with severe job loss in its auto
manufacturing industry caused by intensifying international competition.
In 2004, 34 manufacturers in Northeast Ohio announced that they would
lay off 3,400 workers. In response, EDA invested $735,000 in 2005 in
Economic Adjustment Assistance (EAA) funds (and an additional $1.5
million in 2008) in Northeast Ohio’s JumpStart program to help the region
transform into an innovation- and entrepreneur-based economy. JumpStart
provides development assistance to early stage entrepreneurs to maximize
company growth and job creation. EDA’s EAA investment has helped
JumpStart achieve strong results in the region — including the generation
of an additional $90 million in regional economic output and the creation
of 644 jobs (source: Cleveland State University, Economic Impact of
Jumpstart Inc. on Northeast Ohio, 2009). Northeast Ohio’s progress has
been recognized nationally, which has given JumpStart the opportunity to
pilot new work engaging with communities outside of Northeast Ohio to
catalyze their entrepreneurial ecosystems.

Following the devastating impact of Canadian lumber imports on
Montana’s timber industry, EDA invested $2.7 million in 2009 in the State
of Montana to capitalize a Revolving Loan Fund (RLF) to provide timber
and wood businesses with the financing they need to become more
competitive.

QUESTION: The budget request for the Census Bureau proposes to achieve
savings by eliminating certain statistical reports, including the Current Industrial
Reports (CIR). Is the Department confident that the elimination of these reports
will not have negative consequences? Would the loss of the CIR program result in
the substitution of less frequent, less detailed data, resulting in less reliable economic

estimates?

ANSWER: In deliberations on FY 2012 submission, the Census Bureau consulted with
the key data users on relative program priorities and specifically about the consequences
of the elimination of the CIR program. Users weighed the loss of the CIR against

proposed cuts of other programs and key stakeholders understand why the CIR program
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is proposed for elimination given the amount of detail statistics we currently provide for
the manufacturing sector. While few data users wanted to eliminate an existing data
source, the availability of manufacturing product class data from the Annual Survey of
Manufactures, and the continued collection of detailed product information in the
Economic Census and in our monthly trade statistics program, helped mitigate the loss.
Moreover, on balance we continue to measure the manufacturing sector (e.g. new orders,
capital and IT investments, research and development, corporate profits, etc.) in far more
detail than any other economic sector.
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The Hon. Frank R. Wolf
Chairman, House Appropriations Subcommittee on
Commcrce, Justice, Science and Related Agencies

QUESTION:S for the Record

Hearing on the FY 2012 Budget Request
for the Department of Commerce

Commerce Reorganization Proposals

QUESTION: There have been press reports that the White House will be proposing
a major reorganization of the Department of Commerce and some related agencies.
The Committee has not seen any proposals so I am unsure exactly what will be
included. However, one of the proposals is to move the U.S. Trade Representative
into the Commerce Department. Some have voiced concerns about moving this
office into the Commerce Department, in essence burying it within a big
bureaucracy.

1. Please describe the goals of the reorganization.

ANSWER: As the President said in the State of the Union address, winning the future
will take doing what we can do now to prepare America to compete in the global
economy for decades to come. That means out-educating, out-innovating, and out-
building our competition; restoring fiscal responsibility to remove the burden of deficits
and debt; and reforming our government so that it is more effective, efficient, and open to
the American people. As the President put it, “We cannot win the future with a
government of the past.”

The President believes that we need to reform our government to make it better organized
and better equipped to support American competitiveness. We want to ensure that we're
aligning all of the resources we have into negotiating the best agreements, enforcing our
trade rights, supporting our exporters and promoting their products.

That is why the President has asked our nation’s first Chief Performance Officer (CPO),
Jeff Zients, to lead our reorganization effort. Our first focus will be looking at trade and
exports to see how we can better reform these functions to give American companies a
leg up in the global economy.

Mr. Zients and his team are reaching out to the business community, government reform
experts, those who run these programs, members of Congress, and a wide range of
stakeholders and citizens to get their input about how government can be reformed to best
work for them.

QUESTION: Will a legislative proposal be sent to the Congress this year to begin this
reorganization?
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ANSWER: The President issued a memorandum tasking the CPO with developing
recommendations to be submitted to him by early June and to Congress thereafter.

QUESTION: Does the Department of Commerce have any views with respect to
moving the U.S. Trade Representative into the Commerce Department?

ANSWER: CPO Jeff Zients has been tasked with taking a comprehensive look at the
agencies involved in trade and exports to see how we can improve these functions to give
American companies a leg up in the global economy. We are working closely with him at
this time and do not want to prejudge the outcome. Once the review is complete, there
will be a clear plan forward to better serve American businesses.

Funding Priorities
QUESTION: Given the fiscal concerns that will likely impact the Committee’s

ability to fund all of the initiatives requested in the FY 2012 budget, what are top
three program and/or funding priorities in this budget?

ANSWER: With his FY 2012 request, President Obama pledged to cut or reform
ineffective, outdated, or duplicative programs in order to take further steps to reduce our
long-term deficit. In all, the Department’s FY2012 budget proposes ending, reducing, or
restructuring more than 15 lower-priority programs.

The Department of Commerce’s FY 2012 budget makes tough but responsible choices
that will put government on a sounder financial footing and reflects the Administration’s
commitment to invest in areas that will help create jobs at home and better position
America in an increasingly competitive global economic environment. The budget does
this by focusing investments in innovation, international competitiveness, science, and
support of coastal communities.

United States and Foreign Commercial Service (US&FCS)

QUESTION: The total funding level requested for the International Trade
Administration (ITA) in FY 2012 is $517 million. The budget for ITA includes an
increase of $55 million and 68 new staff to in part expand the Commercial Service
presence in China, India, and Brazil. This increase will bring the U.S. and Foreign
Commercial Service (US&FCS) budget to $314 million. The exact locations of these
new positions are not included in the budget. Instead, ITA will present a plan in the
next several months proposing an allocation of these new positions as well as a
realignment of existing positions.

Please provide an outline of this plan and the criteria [TA used when determining
how to realign existing and new resources and staff,

ANSWER: US&FCS has followed a strategic process that utilizes a number of robust
planning tools to determine market coverage, staffing, and budget resources to support its
core mission and further the objectives of the National Export Initiative (NEI). As part of
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the National Export Initiative, the International Trade Administration has been
developing global sector strategies and country strategies to help focus resources,
capitalize on global trade promotion opportunities and address pressing trade barriers in
critical markets. By aligning its resources with high potential markets, US&FCS will
enable U.S. exporters to expand and increase sales and market penetration.

US&FCS is refocusing and streamlining operations by prioritizing markets of highest
potential and regionalizing its overseas presence to more effectively support U.S.
enterprises within available US&FCS resources. The new regional models will both
invest resources and efforts in priority markets, and where feasible, begin to reorganize
leadership, management and administrative functions along regional lines. NEI priority
markets include the future growth BIC markets (Brazil, India, and China); large, mature
markets (NAFTA, Europe and Northeast Asia); FTA markets; and emerging markets.

QUESTION: Do you intend to place more staff in China?

ANSWER: Yes. China is one of our priority markets. We are currently examining how
to best enhance our presence there.

QUESTION: To what extent does ITA rely on US AID and State Department staff
to cover posts where ITA does not have a presence?

ANSWER: The U.S. & Foreign Commercial Service and State Department have an
agreement that enables State Department economic sections designated as US&FCS
partner posts to provide U.S. companies with export assistance services in select overseas
locations where there is not a US&FCS presence but there is significant commercial
potential. These partner posts work in close collaboration with a neighboring US&FCS
office in their region to provide U.S. companies with services to facilitate market-entry.
There are currently 45 State Department partner posts at locations throughout the world,
with the heaviest concentration in Sub-Saharan Africa. For example, US&FCS and the
State Department are presently exploring fresh, innovative strategies to increase program
efficiencies and expand commercial partnerships between U.S. and African traders.

QUESTION: How much does ITA interact with the State Department with respect
to deploying resources? Can their embassies accommodate this planned expansion
of Foreign Commercial Service personnel?

ANSWER: We will consult with the State Department to address any capacity
concerns. Through the NSDD-38 process, the Chief of Mission at each post must
formally concur with the expansion or reduction of US&FCS human resources at that
post. The State Department and the US&FCS have always come to a mutual arrangement
that accommodates additional US&FCS staff at post.

QUESTION: How many Commercial Forcign Scrvice officers does the U.S. have
stationed abroad compared to our top trading partners?
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ANSWER: The U.S. & Foreign Commercial Service (US&FCS) has more than 200
Foreign Commercial Service Officers and 763 locally engaged staff ( i.e., foreign
nationals directly employed by the US&FCS) stationed abroad. We currently do not have
comparable information for top trading partners staff stationed abroad. The data that we
do have does not enable us to separate core trade staff, i.e. Commercial Officers and
Locally Engaged Staff (LES). Therefore, any analysis would not be sufficient to make
viable comparisons.

QUESTION: Do you believe that the U.S. is really doing all it can to aggressively
promote American products abroad? If not, what else should we consider doing to
promote American goods and services?

ANSWER: Through the National Export Initiative (NEI), President Obama directed all
of the trade promotion and finance agencies to do everything they can to promote U.S.
exports. The 70 recommendations presented in the September 2010 National Export
Initiative Report to the President are short-term and longer-term concrete steps that
agencies are taking or could take, authorities and resources permitting, to maximize the
impact of their programs on expanding U.S. exports. The annual National Export
Strategy will report on its progress this month and in coming years.

The President’s 2012 budget includes funding to expand export promotion and assistance
efforts, including:

¢ $78.5 million for ITA to expand its staff in critical foreign markets (to help
companies take advantage of opportunities and address barriers to exporting), to make
exporting information and resources more accessible to U.S. companies through an
improved www.export.gov, and to launch a new nationwide export education and
awareness campaign tailored to SMEs. ITA estimates that this increase in FY 2012
will help American businesses export $4.4 billion in goods and services and support
22,000 additional jobs.

e A $20 million funding increase for U.S. Department of Agriculture (USDA) to
expand export outreach to SMEs, strengthen resources for the Foreign
Agricultural Service (FAS) overseas staff in key agricultural export markets, and
increase trade negotiation and enforcement activities.

e $19 million increase for Export-Import Bank to support additional demand resulting
from the NEI. The Administration also approved a program budget of $76.4 million
in FY 2012, which will support $32 billion in lending activity. Because Ex-Im Bank
collections exceed Ex-Im Bank expenses, there was no appropriations request.

e $212 million in subsidy budget authority for SBA to support, among other things,
$24 billion in loan guarantees in the Section 7(a) and 504 programs, which offers
a number of loan products to help small businesses develop or expand their export
activities. The budget also includes $8.3 million for SBA’s Office of
International Trade to continue its small business export promotion efforts.
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¢ $78.5 million for Commerce’s ITA to expand its staff in critical foreign markets
(to help companies take advantage of opportunities and address barriers to
exporting), to improve www.export. gov (so that companies can better navigate the
site), and to launch a new nationwide export education and awareness campaign
(export conferences tailored to SMEs to get them to enter high-growth markets).

QUESTION: What successful strategies do our trading partners employ to promote
their goods that the U.S. should consider adopting?

ANSWER: We identified three areas where our trading partners are particularly
effective:

1- In supporting their companies attending international trade events;

2- Using technology to help their companies export; and

3- Developing long-term relationships with public procurement entities for major
projects.

The 70 recommendations in the 2010 NEI report represent concrete steps we can take to
help level the playing field for U.S. companies. The President’s budget includes requests
to implement or expand implementation of many of these recommendations, including
funding programs that will increase the availability of export financing to support U.S.
companies and expanding trade agencies’ overseas staff to help recruit more foreign
buyers to attend U.S. trade shows. More staff overseas will also help expand our contacts
with overseas procurement officials. Part of the President’s budget request includes
resources to enhance our technology so that we can better educate U.S. companies about
the benefits of exporting and U.S. Government export assistance resources available to
them.

QUESTION: Two years ago, the President announced a goal to double U.S. exports
over S years. How much have exports increased since the announcement and do you
believe the U.S. will succeed in meeting this goal?

ANSWER: U.S. exports of goods and services in 2010 increased nearly 17% over 2009
-- the largest year-to-year percent change in over 20 years. This puts us on pace to
achieve President Obama’s goal of doubling exports within five years and supporting
millions of new jobs. The $1.83 trillion total in exports of U.S. goods and services in
2010 represents the second highest annual total on record.

January 2011 exports of goods and services ($167.7 billion), exports of goods ($120.5
billion), and exports of services ($47.2 billion) were the highest on record.

January 2011 exports of goods and services represent a 15.9% increase over January
2010, representing a strong start to the second year of the NEI

With the support of Congress, other stakeholders at the state and local level, and the U.S.
business community, we believe this ambitious goal can be achieved. But as important as
hitting this goal is, encouraging more companies to think about exporting as a viable
growth strategy will be a victory for our nation’s competitiveness and prosperity.
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QUESTION: Do you believe that the State Department, ambassadors and embassy
staff are doing all they can to support American businesses overseas? If not, what
steps could be taken to strengthen cooperation between Commerce and State to
promote U.S, businesses?

ANSWER: Cooperation between the Commerce and State Departments is very strong,
aided by collaborative institutions such as the Advocacy Center and the Trade Promotion
Coordinating Committee headquartered at the U.S. and Foreign Commercial Service
(US&FCS) in Washington, D.C., as well as by close day-to-day working relationships in
our embassies abroad.

Yet, much more could be done to leverage our ambassadors and embassy staff with the
funding requested in the President’s 2012 budget. Much of the $78.5 million requested
for ITA is dedicated to expanding staff in critical foreign markets -- helping companies
take advantage of opportunities and address barriers to exporting.

Expanding ITA’s direct presence in both traditional markets and the growing number of
emerging markets with burgeoning middle classes will help support the ambassadors in
their efforts to open these markets and help U.S. companies win major procurements.

QUESTION: When I was chairman of this subcommittee previously, we directed
the department to provide human rights training to ITA employees. This program
lapsed for several years, but was reinstated last year. What is the status of the
human rights training program? How many employees received training last year?

ANSWER: During 2010 and thru early April 2011, 619 client-facing CS staff were
trained (target for this timeframe was 300), representing 53 countries at 27 worldwide
training events. In February 2011, the New Delhi program provided training to 55 client-
facing CS staff representing seven cities across India and the Moscow program provided
training to 23 client-facing CS staff representing three cities across Russia. In 2011, we
will focus on ensuring that all CS client-facing staff who have not taken the instructor-led
course (another 390 staff) take the online module.

Participant lists for instructor-led training are carefully developed to ensure client-facing
(Commercial Officers, Commercial Specialists, and Commercial Assistants as long as
they are client-facing) staff is in attendance.

To ensure global, 24/7 access to the content and to reach those that could not attend an
instructor-led session, an online learning module was developed. The module was created
based on the content in the instructor-led training program, formatted for the web, and
uploaded to the Commerce Learning Center (CLC), the Learning Management System
that can provide completion reporting for management. The course has been available
and accessible to all employees in ITA at any time of day since July 2010. This is the
first time ITA or the Commercial Service has uploaded a customized, computer-based
training module to the CL.C and we are learming quickly how to effectively use distance
learning to achieve our training goals.
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In all, a total of about 990 employees are targeted to have completed the Human Rights
training. We will focus in 2011 on ensuring that all CS client-facing staff who have not
taken the instructor-led course (another 390 staff) take the online module.

The following 27 instructor-led training programs were completed in FY10 and FY11:

April 2010
Mexico City, Mexico

Amman, Jordan
Vienna, Austria

May 2010
Tokyo, Japan
Seoul, South Korea

June 2010
Beijing, China
Shanghai, China
Guangzhou, China
Manila, Philippines
Hanoi, Vietnam
Madrid, Spain
Cairo, Egypt
Milan, Italy
Nairobi, Kenya
Paris, France
Lagos, Nigeria

July 2010
Jakarta, Indonesia

Taipei, Taiwan

Memphis, Tennessee
Warsaw, Poland

Ankara, Turkey

San Salvador, El Salvador

August 2010
Washington, DC

Toronto, Canada
Buenos Aires, Argentina

February 2011
New Delhi, India

Moscow, Russia
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Import Administration (IA)

QUESTION: ITA is also requesting an increase of $4 million in its Import
Administration for a total funding level of $72 million. This office is responsible for
conducting antidumping and countervailing duty investigations and reviews,
monitoring other countries’ antidumping and countervailing duty practices,
administering foreign trade zones and enforcing U.S. trade laws and trade
agreements, including specifically with respect to textiles.

Does this office have a backlog, as it were, of cases that it has not yet prosecuted?

ANSWER: Import Administration (IA) of ITA is required, under the applicable statute,
to undertake antidumping and countervailing duty investigations based upon petitions
filed by U.S. workers and firms if such petitions satisfy the legal requirements for
initiation. The timing of the conduct of antidumping and countervailing duty proceedings
is dictated by statute and regulation.

The petitioners, not 1A, control when petitions are filed. For example, last month, eight
antidumping duty petitions and three countervailing duty petitions were filed. In addition
to conducting antidumping and countervailing duty investigations, 1A conducts
administrative reviews of many antidumping and countervailing duty orders. Estimating
the number of requests for administrative reviews is difficult as requests can be made by
interested parties in numerous proceedings in any given month. However, in 2010, 1A
initiated 122 administrative reviews of various AD and CVD orders. In order to ensure
that its determinations are issued in a timely manner, and that appropriate relief is
provided to injured domestic industries, each quarter IA measures the percentage of
determinations issued within statutory and regulatory deadlines. Since this metric was
established, IA’s annual target goal has always been met.

QUESTION: What country is the biggest offender?

ANSWER: Approximately 37 percent of our current orders are on products from China.
QUESTION: What country takes up the majority of this offices” time?

ANSWER: We currently have 249 antidumping and 51 countervailing duty orders in

place. Of these orders, 89 antidumping and 21 countervailing duty orders are on products
from China,

QUESTION: Does ITA have enough resources to aggressively pursue those
countries and businesses that are not abiding by U.S. trade laws?
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ANSWER: The President’s budget will allow IA to perform its role at a high level,
working on a large number of cases, including reviews and investigations, many with
novel and complex issues.

The Commerce Department understands that effective enforcement of the U.S. trade laws
does not necessarily end with the imposition of an antidumping or countervailing duty
order. IA takes allegations of transshipments and evasion very seriously and works
closely with the domestic industry and U.S. Customs and Border Protection (CBP) to
quickly address circumvention issues that arise. [A has established a CBP Liaison Unit
to coordinate with and provide advice to CBP on the enforcement of the
antidumping/countervailing duty laws, as well as the enforcement of 1A’s
determinations. The CBP Liaison Unit also tracks and maintains protest records and files
related to Customs litigation issues. Commerce will continue to do all that it reasonably
can within the confines of the law and its jurisdiction to prevent and address the evasion
or circumvention of antidumping and countervailing duty orders.

In addition, last year we announced a number of proposals that place a high priority on
refining IA’s current antidumping and countervailing duty practice to further strengthen
the agency’s administration of the nation’s trade laws and enhance our ability to
effectively identify, analyze and address market distorting unfair trade practices. This
trade law enforcement initiative firmly supports the President’s commitment to ensure
that U.S. businesses and U.S. workers have the opportunity to compete on a level playing
field, resulting in increased U.S. industry competitiveness and ability to improve access
to international markets. The trade law enforcement initiative outlines a number of
proposals for administrative and regulatory clarifications, updates, or other improvements
to address trade remedy law practice issues, including updates that will more closely
capture the realities of how entities function in a non-market economy. IA has released
three policy bulletins clarifying our current practice and has issued six Federal Register
notices seeking comment on possible changes to our practice.

Bureau of Industry and Security

QUESTION: The Department is requesting $111 million for the Bureau of Industry
and Security. An increase of about $11 million will support 37 additional positions
on the Office of Export Enforcement. Of this amount, $10 million will support
counter proliferation and export enforcement activities with respect to their work
with sensitive U.S. dual-use goods and technologies. An increase of $3 million will
support an increase in the number of staff involved in counter proliferation,
counterterrorism, and national security programs and investigations.

Both of these increases are in response to recommendations in the 2005 report,
“Commission on the Intelligence Capabilities of the United States Regarding
Weapons of Mass Destruction.”
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What worries experts in this office with respect to the U.S.’s ability to provide
adequate enforcement of rogue states or lone terrorists?

ANSWER: Both rogue states and lone terrorists are of concern. However, the scope of
the Export Administration Regulations, in terms of product, technology, and end use
controls, has historically caused BIS’s Office of Export Enforcement (OEE) to be
focused primarily on procurement activities by rogue states. BIS experts are concerned
with innovative activities by procurement networks constructed in third world countries
that exploit new technologies, including globalized order management and delivery over
the Internet. OEE aggressively pursues such cases and has delivered convictions
involving these factors, but must continue to seek new ways to uncover and pursue
violators.

QUESTION: Does Commerce have difficulty recruiting highly qualified personnel
into these very technical positions?

ANSWER: No. On average, dozens of applicants apply for our investigator and
investigative support personnel positions. For example: our Hong Kong Export Control
Officer position recently closed with 123 applicants. Our challenge is to select the right
person from a highly qualified pool of candidates.

QUESTION: Does Commerce have good working relationships with other Federal law
enforcement entities with respect to investigating and prosecuting cases?

ANSWER: Commerce’s Bureau of Industry and Security (BIS), through its Office of
Export Enforcement (OEE), has a close, productive working relationship with other
Federal law enforcement entities. These entities include: the Federal Bureau of
Investigation, the Defense Criminal Investigative Service, the various military criminal
investigative organizations (such as Army CID, Air Force OS], and Navy NCIS),
Customs and Border Protection, the U.S. Marshals Service, the Drug Enforcement
Administration, the Immigration and Customs Enforcement (ICE), and the Department of
Alcohol, Tobacco and Firearms.

In November of last year, the President signed an Executive Order creating the Export
Enforcement Coordinating Center (EECC) as a central element of export control reform
as it applies to enforcement activity. The EECC will be a permanent center with
dedicated staff intended to ensure that BIS, ICE, the FBI, State, and Treasury and the
intelligence community coordinate their activities. It will enable agencies to better
leverage their resources by de-conflicting investigations.

BIS’s Office of Export Enforcement will be able to more closely and efficiently
coordinate its investigative efforts via the EECC. For example, when OEE initiates an
investigation, it will send the names of all suspects to the EECC for deconfliction. The
EECC will then identify back to OEE any other law enforcement agency investigating the
same suspects. Many of these cases are already working jointly; but where the EECC
identifies uncoordinated activities, the case agents involved will be put in touch with each
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other so their investigations can be coordinated. As a result, all relevant agencies will be
able to approach these investigations as full partners.

QUESTION: Has Commerce experienced an increase in the number of cases in this
section?

ANSWER: Although the number of charged cases decreased in FY 2010, the types of
cases we pursue are, as reflected in the record amount of penalties imposed in FY 2010,
more complex and often involve international procurement networks, such as those in or
operating on behalf of Iran. Much of the BIS’s efforts have been focused on dismantling
networks directly responsible for trading components used in the making of Improvised
Explosive Devices (IED) for use against Coalition Forces in Iraq and Afghanistan.

This year, several BIS Special Agents received the Attorney General’s Award for
Excellence in Furthering the Interests of U.S. National Security, for spearheading an
investigation that led to the indictment, arrest, and conviction of more than 35 individuals
and entities implicated in the provision of sensitive military and dual-use goods to Iran
that were then used to manufacture IEDs used against American troops. This illegal trade
has dangerous, if not deadly, consequences for U.S. National Security interests.

The Bureau of Industry and Security (BIS) requests an increase of $10.4 million and 28
FTEs to continue to improve its response to the Administration’s various mandates in the
arena of counter-proliferation and export enforcement. Doing so will place BIS in a better
position to execute its critical mission of ensuring that sensitive U.S. dual-use goods and
technologies are not misused by proliferators, terrorists and others working contrary to
the national security interests of the United States, and will significantly enhance
outreach and education efforts directed to promote and encourage compliant exports,
Export Enforcement (EE) has several significant ongoing investigations and operations
which highlight the current need for more investigators and program enhancements to
pursue these national security imperatives.

The Commission on the Intelligence Capabilities of the United States Regarding
Weapons of Mass Destruction (WMD Commission) has recommended enhancement of
the U.S. Government’s counter- proliferation efforts. BIS is seeking additional resources
to increase the number of positions in the Office of Export Enforcement (OEE) to support
increased counter- proliferation, counterterrorism and national security programs and
investigations. Seized Computer Evidence Recovery Specialist (SCERS) enhanccments
are also required to support this initiative, as recent investigations have yielded uscful
results by utilizing these analytical technologies.

One of the core recommendations of the WMD Report was the expansion of BIS Special
Agent resources in the field. An expanded presence will result in better access to
industries and technologies with associated proliferation concerns, which have thus far
been difficult to reach due to the limited OEE footprint across the country. EE has
conducted an exhaustive study to determine the locations where the greatest need exists
to accomplish its national security mission. That study determined that OEE should
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expand its investigative presence in the following states: Oregon, Ohio, Arizona, and
Georgia. This expansion would create four Resident Agents in Charge (RAC) offices in
the designated locations. It is critical that EE establish a presence in each of these
locations. The priority order of expansion will be determined by ongoing investigations
and initial opportunities to co-locate with existing Federal law enforcement offices. This
increase in OEE’s investigative coverage posture will allow the agency to more
efficiently execute its duties within new regional areas of responsibility, enhancing its
ability to prevent the proliferation of dual-use goods and technology contrary to the
national security interests of the United States.

The WMD Commission identified BIS’s contributions to the national security effort and
recommended greater interaction with the intelligence community. The personnel
resources described in this request will help BIS satisfy that recommendation. Effective
enforcement requires intensive analytical capability. BIS seeks to increase the number of
analyst positions within the Office of Enforcement Analysis (OEA) to support increased
coordination and liaison with the intelligence community in support of counter-
proliferation, counterterrorism and other national security programs.

New Wireless Innovation Fund at EDA, NIST, and NTIA

Question: The administration is propesing to reallocate federal and commercial
spectrum bands over the next 10 years, generating about $27 billion in mandatory
spending. This program will depend on enactment of legislation authorizing the
FCC to conduct this auction, but this legislation has not yet been sent to the
Congress. Congress has to give the FCC permission to conduct incentive auctions,
which would compensate broadcasters for moving off their spectrum and could
raise funds for an interoperable emergency communications network.

Commerce expects to receive funding over five years, beginning in FY 2012, as part
of this Wireless Innovation and Infrastructure Initiative (WI3) to fund activities in
EDA, NIST, and NTIA.

When does the Administration anticipate sending this legislation to the Congress, or
does Commerce anticipate that the authorizers will put forth legislation?

ANSWER: The Administration plans to work with Congress to develop legislation that
will implement the initiative.

QUESTION: Will this legislation be sent up in time to go through the authorizing
committees during their process this year so that the Appropriations Committee can
act on the funding provisions that are included in this bill, yet are dependent on
legislation that has not be sent with the budget?

ANSWER: The Administration plans to work with Congress to develop legislation to
implement the initiative. It does not anticipate that additional discretionary
appropriations will be needed. .
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Economic Development Administration Grant Program
QUESTION: As part of the Wireless Innovation Fund, EDA has requested $20

million for regional cluster grants as part of its proposed Wireless Innovation Fund.
EDA will provide targeted assistance to help communities transition into more
competitive regions by developing or expanding next generation information and
communications technologies deployment and utilization.

When does EDA anticipate awarding these grants and when will we see any
benefits?

ANSWER: We anticipate selecting the winning communities by the end of the first
quarter of FY 2012.

EDA anticipates the WIN program will lead to short-term and long-term benefits. EDA's
experience with challenge grants (i.e., 16) has demonstrated that the process of
collaborating to develop and apply for EDA funding leads to a broad array of benefits
(increased collaboration, connections among various regional planning efforts, etc.) that
can help strengthen regional development goals. The long-term benefits of EDA
investments are assessed 3, 6, and 9 years after an award via Government Performance
and Results Act (GPRA) performance awards, although initial benefits can begin to be
seen at the local level as soon as a project starts.

QUESTION: How is this program different from existing EDA grant programs?

ANSWER: The WIN Program represents an inter-agency initiative comprised of EDA,
DOD, and NSF. Operationally, it is differentiated from existing EDA programs given
it’s: a different source of funding, and specific focus on wireless applications that
leverage previous broadband investments.

EDA’s WIN funding will be drawn from wireless spectrum auction receipts, as 500MHz
of wireless spectrum is auctioned for licensed mobile broadband. The spectrum proceeds
will fund EDA’s new efforts to support the adoption of wireless applications in
underserved communities— helping accelerate America’s competitive position and
strengthening the development of new technologies in health, energy, and education.

QUESTION: How many jobs does EDA estimate will be created as a result of this
initiative?

ANSWER: EDA envisions providing funding to support investments that will advance
4G-technology in the fields of education, energy, health, transportation, and economic
development. The program’s goals include increasing the productivity and
competitiveness of communities by accelerating the utilization of high speed wireless
technology and new technologies. Funding decisions will be based upon a national
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competition. The evaluation criteria, including performance metrics are under
development,

Public Safety Broadband Network

QUESTION: NIST is also expected to benefit from this spectrum auction, receiving
$100 million in FY 2012 for a Public Safety Innovation Fund to work with industry
and public safety organizations to conduct research and develop standards and
technologies. NIST will use the funds to conduct research and develop new
technology and applications to advance public safety communications.

According to NIST budget materials, there are some 4 million public safety users in
the U.S., including fire, police, and EMS. I certainly support interoperable
communications for public safety officers.

Prior to this request, has NIST undertaken similar activities with respect to
conducting research or developing standards and technologies?

ANSWER: Assisting in the development of standards and technologies is at the core of
NIST’s mission and as such it has led and provided assistance to many similar efforts
over its 110 year old history. In addition to informing the development of standards for
Smart Grid and electronic health care records, and a variety of other technologies, NIST
has helped identify research and development priorities and administer grants for many
multi-billion dollar programs. NIST has a long history in forwarding public safety related
issues and in particular public safety communications standards and research and
development efforts. NIST’s Law Enforcement Standards Office (OLES) has worked
with various federal sponsors including the Departments of Homeland Security (DHS)
and Justice (DOJ), numerous Standards Development Organizations (SDOs), industry,
and the public safety community to establish body armor, forensics, and other public
safety related standards.

In the communications realm, NIST has worked through its Public Safety
Communications Research (PSCR) program for over a decade to catalyze standards and
perform research, development, testing, and evaluation. In support of public safety
communications standards, PSCR’s staff of highly qualified federal engineers has been
deeply involved in the acceleration and adoption of Project 25°s (P25) (administered by
the Telecommunications Industry Association) wireless communications standards.
Additionally, PSCR created, in partnership with DHS, a P25 Compliance Assessment
Program that has helped public safety purchasers have an increased level of confidence
that the equipment they purchase meets the requirements of the standard.

PSCR has also led an effort with P25 to modify the existing standards to improve voice
intelligibility on behalf of the fire fighting community. Fire fighters had pointed to
incidents when alarms and alerts essential to keeping them safe while fighting a fire were
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causing serious communication problems. PSCR worked with the fire fighting
community to document, quantify, and put forward technical changes to P25 to improve
the problem. In June 2008, PSCR published a technical report that details the testing
completed and results and information gleaned from the testing. Additionally, PSCR
worked with public safety practitioners to develop a best practices guide that enhances
audio quality and intelligibility.

PSCR has also been at the forefront of broadband communications for public safety.
PSCR, working in partnership with the National Public Safety Telecommunications
Council’s Broadband Task Force, provided the technical expertise necessary to establish
an initial set of broadband requirements for the public safety community. Building on that
effort, PSCR is currently working with industry to implement a 700 MHz Public Safety
Broadband Demonstration Network project in Boulder, CO. The Demonstration Network
project is the only government or independent lab facility located in the United States
available to test and demonstrate public safety 700 MHz broadband networks and
applications. This project brings together public safety users, federal policy makers, and
industry to help understand the capabilities that broadband can provnde and the
requirements for public safety.

Additionally, PSCR has spearheaded efforts to bring interoperability to Voice over
Internet Protocol (VoIP) technologies commonly used to bridge incompatible public
safety wireless voice communications systems. PSCR partnered with industry to establish
a common technical solution that greatly enhances interoperability among VoIP systems.
PSCR created and led a VoIP working group to develop common requirements for
bridging these interoperable systems and worked with the leading VoIP vendors to
demonstrate how creating “profiles™ based on usage scenarios could improve
interoperability problems. Additionally, the working group published a BSI (Build
Security In) Best Practices guide that helps agency technicians and administrators in their
procurement decisions and to achieve best results. As a result, approximately 80% of
manufacturers have adopted the NIST-developed VoIP implementation profile.

QUESTION: Please explain the Public Safety Broadband Demonstration Network,
which NIST anticipates will later be used as a public safety education center where
first responders can run emergency scenarios. When does NIST anticipate that this
network will be operational?

ANSWER: Congressional legislation has made broadband spectrum cleared by the
Digital Television (DTV) transition in the 700 MHz band available to public safety. New
public safety broadband communications will allow for a unified system to foster
nationwide roaming and interoperability. The Public Safety Communications Research
(PSCR) program is deeply involved in the rapidly progressing 700-MHz broadband
activities. To help move forward broadband technology for public safety
communications, PSCR is building a 700 MHz public safety broadband demonstration
network that will serve as a vendor-neutral environment where public safety, industry,
and other stakeholders can observe how new broadband technologies can meet public
safety’s communication needs.



126

PSCR is implementing a Public Safety Broadband Demonstration Network to provide
manufacturers a location for early deployment and evaluation of their systems in a muiti-
vendor environment. No government or independent laboratory facilities exist in the
United States to test and demonstrate the behaviors of this yet-to-be-deployed first-
responder network. The PSCR program’s demonstration network will be available to all
emergency responders, vendors, carriers, academia, and other pertinent stakeholders to
understand how the broadband systems function and determine how the systems will
meet user needs. Interested agencies can visit the network and witness demonstrations of
the technology executing public safety specific test cases that relate directly to their
operational environments. Additionally, the Federal Communications Commission has
granted several waivers to states and localities around the Nation to begin building
broadband systems. The Demonstration Network will provide a place where early
builders (waiver recipients) can gain information about the technology which will help
them make informed decisions when procuring systems.

NIST’s Public Safety Broadband Demonstration Network is currently operational with a
limited number of industry participants. However, over the next few months the
capabilities of the network project are set to expand as new industry partners join the
project. NIST has partnered with the Department of Commerce’s Institute for
Telecommunications Sciences (ITS) through their joint Public Safety Communications
Research (PSCR) program in creating this network. As of March 31, 2011, NIST and ITS
have signed agreements, called cooperative research and development agreements or
CRADAs, with over 20 companies. Over the next few months, each of these companies
will deploy its equipment on the network.

QUESTION: How many communities or regions does NIST anticipate will be able
to participate in this effort?

ANSWER: Any community or region can take advantage of the findings of the
Demonstration Network project to understand what kind of capabilities broadband can
provide. NIST is also planning an extensive outreach effort to share information with the
public safety community and their associations, industry, federal policy makers, and other
stakeholders. The results and learning from this project have the potential to improve the
way the Federal Government and state and local jurisdictions spend tens of billions of
dollars in this area. Putting that information in the hands of procuring officials and policy
makers is the primary mission of the Demonstration Network project.

For instance, NIST is currently working directly with the 20 jurisdictions that received
conditional waivers from the Federal Communications Commission to begin building
broadband networks in the 700 MHz band allocated to public safety. NIST is using the
results of its testing to inform the waiver recipients on their procurements and buildouts.

To provide information to a wider audience, NIST has already held two open meetings,
which were attended by over 400 participants from public safety, various communities
around the Nation, industry, federal agencies, and others. These meetings were open to
any who wished to attend. NIST anticipates continuing these mectings on a regular basis
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throughout the life of the project. These forums provide an opportunity for public safety
purchasers to become familiar with the capabilities broadband can provide, interact with
industry, and inform policy makers. As more results from the network project become
available, NIST will undertake additional outreach efforts.

QUESTION: Has NIST ever had a program such as this wherein it has supported
research efforts in this area?

ANSWER: As mentioned previously, assisting in the development of standards and
technologies is at the core of NIST’s mission and as such it has led and provided
assistance to many similar efforts over its 110 year-old history. In addition to informing
the development of standards for Smart Grid and electronic health care records, and a
variety of other technologies, NIST has helped identify research and development
priorities and administer grants for many multi-billion dollar programs. NIST has a long
history in forwarding public safety related and in particular public safety communications
standards and research and development efforts. NIST’s Law Enforcement Standards
Office (OLES) has worked with various federal sponsors including the Departments of
Homeland Security (DHS) and Justice, numerous Standards Development Organizations
(SDOs), industry, and the public safety community to establish body armor, forensics,
and other public safety related standards.

In the communications realm, NIST has worked through its Public Safety
Communications Research (PSCR) program for over a decade to forward standards and
perform research, development, testing, and evaluation. In support of public safety
communications standards, PSCR’s staff of highly qualified federal engineers has been
deeply involved in the acceleration and adoption of Project 25’s (P25) wireless
communications standards. Additionally, PSCR created, in partnership with DHS, a P25
Compliance Assessment Program that has helped public safety purchasers have an
increased level of confidence that the equipment they purchase meets the requirements of
the standard.

PSCR has also led an effort with P25 to modify the existing standards to improve voice
intelligibility on behalf of the fire fighting community. Fire fighters had pointed to
incidents when alarms and alerts essential to keeping them safe while fighting a fire were
causing serious communication problems. PSCR worked with the fire fighting
community to document, quantify, and put forward technical changes to P25 to improve
the problem. In June 2008, PSCR published a technical report that details the testing
completed and results and information gleaned from the testing. Additionally, PSCR
worked with public safety practitioners to develop a best practices guide that enhances
audio quality and intelligibility.

PSCR has also been at the forefront of broadband communications for public safety.
PSCR provided the technical expertise necessary to establish an initial set of broadband
requirements for the public safety community working in partnership with the National
Public Safety Telecommunications Council’s Broadband Task Force. Building on that
effort, PSCR is currently working with industry on a 700 MHz Public Safety Broadband
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Demonstration Network project in Boulder, CO. The Demonstration Network project the
only government or independent lab facility located in the United States to test and
demonstrate public safety 700 MHz broadband networks and applications. This project
brings together public safety users, federal policy makers, and industry to help understand
the capabilities that broadband can provide and the requirements public safety has.

Additionally, PSCR has spearheaded efforts to bring interoperability to Voice over
Internet Protocol (VoIP) technologies commonly used to bridge incompatible public
safety wireless voice communications systems. PSCR partnered with industry to establish
a common technical solution that greatly enhances interoperability among VolP systems.
PSCR created and led a VoIP working group to develop common requirements for
bridging these interoperable systems and worked with the leading VoIP vendors to
demonstrate how creating “profiles” based on usage scenarios could improve
interoperability problems. Additionally, the working group published a BSI (Build
Security In) Best Practices guide that helps agency technicians and administrators in their
procurement decisions and to achieve best results. As a result, approximately 80% of
manufacturers have adopted the NIST-developed VoIP implementation profile.

The National Telecommunications and Information Administration

QUESTION: Please explain how this $1 billion public safety interoperable grant
program from 2007 dovetails with the $1.4 billion that NTIA is slated to receive as a
result of the spectrum auction?

ANSWER: The Public Safety Interoperable Communications (PSIC) grant program is a
one-time grant program that awarded approximately $968 million to the 56 states,
territories and the District of Columbia to assist in the planning and coordination
associated with the acquisition, deployment, and training for the use of interoperable
communications equipment, software, and systems. States are distributing these funds to
local, tribal and non-governmental public safety entities, funding more than 5,000
enhancement projects around the country. The projects primarily focus on narrowband
voice communications capabilities such as funding wireless phones for voice
communications, push-to-talk functionality, voice dispatch support, and priority access
capabilities. These investments are vitally important to the improvement of public safety
entities ability to communicate between agencies and between jurisdictions during daily
routine operations and natural disasters.

Whereas projects funded by PSIC focus on narrowband voice technology, the President
seeks as part of the FY 2012 Budget $1.4 billion for the development and deployment of
a nationwide, interoperable public safety broadband network using next generation
4G/LTE wireless broadband technology. Although an allowable expense under the PSIC
program, very few projects focused on next-generation communications technologies,
such as broadband data and mobile/wireless Internet, access which also is vital to first
responders.
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QUESTION: How is the FY 2012 request for $1.4 billion different from the $4.7
billion spent by NTIA as part of the Broadband Technelogy Opportunities Program
(or BTOP) established as part of the American Recovery and Reinvestment Act of
20097 Of that funding, some $382 million was provided for public safety
infrastructure activities.

ANSWER: The Broadband Technology Opportunities Program funding will
complement NTIA’s request for $1.4 billion for a public safety broadband network
(PSBN) to begin the establishment of a secure, interoperable network for first responders.
NTIA’s Broadband Program awarded approximately $382 million for seven public safety
broadband pilot projects to entities that in May 2010 received waivers from the FCC to
build out networks in the 700 MHz band for broadband public safety data applications.
These networks will employ a newly-developed wireless broadband technology, known
as Long-Term Evolution (LTE), which enables the ability to communicate across public
safety disciplines and jurisdictions. The projects demonstrate the use of LTE in a variety
of environments ranging from dense, metropolitan population areas (e.g., northern New
Jersey, Los Angeles) to more rural areas (e.g., Mississippi, Adams County Colorado).
With different topographical and geographical representation, these projects will provide
public safety agencies nationwide with valuable “lessons learned” and best practices that
can be applied toward the implementation of a truly national public safety wireless
broadband network.

QUESTION: Did the Congress provide $1 billion a few years ago only now to be
replacing that old technology with new technology?

ANSWER: No. The PSIC program addressed narrowband land mobile radio
communications issues. First responders have made a significant investment in this area
to address interoperable voice solutions, which addressed a critical need of public safety.
The proposed PSBN will enhance the capabilities of first responders by providing public
safety mobile broadband data solutions necessary to more effectively respond in
emergency situations. Although the technologies deployed in a PSBN could ultimately
supersede established voice solutions, the lengthy cycle time that would be involved in
completing a transition makes prior investments worthwhile.

Economics and Statistics Administration

QUESTION: In December, the Wall Street Journal reported on a study that found
the U.S. and other countries do not accurately track balance of trade. They found
that our bilateral trade statistic models are outdated and do not reflect many
complex modern trade flows.

According to a subsequent editorial in the Journal, the “study ought to be required
reading on Capitol Hill. Most importantly, it raises the question of how much
anyone really knows about what America’s trade with China is.”
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Has Commerce studied this issue and what was their conclusion? Do you believe
that we need to revisit how we collect and analyze our trade statistics?

ANSWER: The Bureau of Economic Analysis and the Census Bureau, the agencies
responsible for measuring international trade flows, continuously pay close attention to
measurement methodology, and play key leadership roles in the various international
bodies which set standards for measuring trade.

Currently, trade statistics compiled by major countries (based on guidelines from the IMF
and other organizations) measure foreign trade as the gross value of exports and imports.
This value embodies the labor, capital, and intermediate goods and services used to
produce the final product, regardless of which countries provided the inputs. The gross
value is assigned entirely to the country of origin for imports and the country of
destination for exports. These gross values are readily available from business
accounting records and the reporting of these gross trade flows is relatively
straightforward around the world.

While there are drawbacks to this methodology, as noted by the Wall Street Journal story,
currently the “value-added methodology™ alternative, as detailed in the Journal’s article,
is not viable.

In theory, a value added approach would more realistically calculate the value of imports
from each country in the supply chain. In the iPhone example detailed by the Journal, the
overall U.S. trade deficit would remain the same, but the deficit with China would be
smaller and the deficits with other countries that supply parts—Japan, South Korea and
others—would be larger.

However, major challenges loom for implementing a value added system. Chief among
these challenges is a dearth of relevant information from businesses. In general,
businesses are not able to report in surveys whether their material inputs are from foreign
or domestic sources. Previous attempts to obtain information about whether material
inputs were either imported or domestically produced have not been effective. Firms also
typically are not able to report the country sources of their inputs,

In addition, for value added statistics to be relevant for comparing bilateral trade
balances, a coordinated approach involving other eountries embracing the same statistical
system would be required.

Thus, at this time, the Department does not believe there is a viable alternative to the
current methodology. However, the Department will continue to monitor developments
in this area.

Bureau of the Census

QUESTION: The Census continues to digest data collected during the 2010 Census.
The FY 2012 budget and a proposed reorganization are already looking forward to
the 2020 Census, which is on the horizon. Census is propesing an increase of $69
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million to begin research projects as part of the ramp-up to the 2020 project, with
the stated goal of ensuring that the 2020 total budget does not exceed, and is indeed
less than, the $94 per household that the 2010 census cost, which was nearly double
the 2000 census.

While this goal is Jaudable, given the fiscal constraints that are unlikely to continue,
shouldn’t the goal be to have the 2020 Census cost less than 2010?

ANSWER: For several decades, it has become increasingly more difficult to conduct the
decennial census. Factors such as the increasing diversity of the population, a decline in
people’s willingness to participate, and natural population growth will impact the overall
cost of the 2020 Census. These factors, however, are not within our control. If the
population and the number of housing units continue to grow, maintaining the 2010
Census per household cost may still result in an overall cost of the 2020 Census that is
higher than that of 2010. Given the factors discussed above and the current environment
of continued fiscal constraint, it is important for the Census Bureau to research various
alternatives that may control costs in order to understand the impact on coverage, cost,
and quality. The Census Bureau will continue to communicate the impact of these
factors to Congress and other stakeholders before committing to the final design and
estimated lifecycle costs for the 2020 Census. The Census Bureau is, however,
committed to the goal of designing and conducting a 2020 Census that costs less per
housing unit (on an inflation-adjusted basis) than the 2010 Census while maintaining
quality.

QUESTION: With respect to the 2010 handheld device program that was not
successfully completed, please provide the original cost of this program; the amount
that was ultimately spent on this program; and the amount of any awards received
by the contractors.

ANSWER: The original Field Data Collection Automation (FDCA) contract award was
$596 million and the final cost is expected to be about $790 million. Harris Corporation
received $44.7 million in award and technical incentive fees. Both before and after scope
changes in 2008, the FDCA contract solution provided the 2010 Decennial Census with
more than handhelds. Though the handhelds were not used in the Non-response
Followup (NRFU) operations, they were successfully used in the Address Canvassing
operation. Additionally, the FDCA contractor supported Decennial field operations in
494 Local Census Offices (LCOs), providing desktop workstations, software
applications, and local area networks in each LCO; a nationwide telecommunications
infrastructure; network and security operations centers that provided 24x7 systems
monitoring; and related support services including an asset management system 1o
control thousands of pieces of equipment; and a Help Desk for technical problem
resolution.

QUESTION: What efforts is the Census Bureau undertaking now with respect to
successfully using technology to improve data collection, reduce non-response
follow-up, and move from a paper-based process?
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ANSWER: Learning from and building on our 2010 Census experiences, the Census
Bureau has established a 2020 Census research and testing agenda, covering the FY 12 —
FY 14 time period, to investigate options for dramatically improving design elements
related to the implementation of the 2020 Census. Three of our five planned research
tracks focus on using technology more efficiently and effectively. These are: (1)
expanding, automating, and tailoring multiple modes of data collection to encourage self
response from the diverse subgroups of the population, including use of the Internet; (2)
reengineering the field operational infrastructure to take advantage of efficiencies gained
through using electronic data collection methods; and, (3) reengineering the headquarters
IT infrastructure to establish integrated cross-program capabilities through a revamped
acquisition strategy. The other two research tracks focus on evaluating the quality of our
address database and establishing acceptable quality levels during continuous frame
updating; and on determining the best use of administrative records to reduce costs and
maintain quality. The goal of our research is to determine the best mix of technologies
and methodologies and to adopt a design that will deliver the highest quality census, with
the goal of reducing the per-household cost and managing risk.

Use of Administrative Records

QUESTION: As part of this effort to ensure that costs won’t continue to escalate
with respect to the 2020 Census, Census will spend an additional $9 million to
pursue the use of administrative records as a potential alternative to non-response
options in the 2020 Census.

Census has proposed expanding the use of administrative records in the past.
Please explain how the Census uses administrative records now and explain how it
wants to use them more fully in the 2020 Census.

ANSWER: The first known statistical use of administrative records at the Census
Bureau was to create a frame of mortgage holders in connection with the 1890 Economic
Census. For many decades we have used records obtained from several Federal agencies
to help us conduct surveys of businesses. Whenever possible, we don’t burden
businesses with requests that they have already provided on those records. We also use
records to create cost effective and useful new data products. For example, our Local
Employment Dynamics program is a voluntary partnership between state labor market
information agencies and the U.S. Census Bureau to develop new information about local
labor market conditions at low cost, with no added respondent burden and with the same
confidentiality protections afforded census and survey data.

We use administrative records such as birth and death records to calculate our annual
population estimates and to develop our demographic analysis estimates that help us
measure the quality of the Census. We also use administrative records such as building
permiits to help us determine the quality of our address list.

In addition, for some years we have conducted research to examine whether program
records can be used to improve the quality of our survey data, as well as provide useful
statistics on persons and houscholds. We have reported on these evaluations in scientific
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meetings over the past several years. This research offers promise, we believe, that these
records can be vsed as part of a decennial census count while reducing the burden to the
American people.

In the 2010 Census, the Census Bureau used administrative records for several purposes.
The uses included:

e Address List Improvement: We used files from the United States Postal Service
to update our address list as authorized specifically by legislation enacted in 1994.

e Military Overseas Enumeration: We used records provided by the Department of
Defense and other federal agencies to enumerate members of the military and
federally employed civilians posted overseas.

e  Group Quarters Enumeration: In some group quarters, such as prisons and nursing
homes, we used locally-provided administrative records to assist with the
enumeration of residents of these facilities.

e Coverage Follow-up: We used administrative records to identify housing units
with potential coverage issues for further follow-up.

s Demographic Characteristic Imputation: We used administrative records to
enable a linkage of persons from the 2010 Census to previously self-reported race and
Hispanic origin data from Census 2000 and the American Community Survey.

As part of our 2020 research and testing agenda, the Census Bureau will explore new
uses of administrative records. We believe that a census conducted only with
administrative records would fail to cover important parts of the population. We’re not
anticipating this for 2020. Our intent with the 2020 Census is to continue providing the
public with more opportunities to self-respond, but with that there will still be the need to
follow-up with non-responders. We do think, however, that the quality of the 2020
Census might be improved if we were able to use administrative record information for
some of the people who do not respond to the census. Rather than go to everyone’s house
who doesn’t respond, we could use information from administrative records they already
completed where available. This would allow us to focus expensive door-to-door calls on
those for whom no other data is available. However, we don’t want to do this unless the
records meet quality standards.

We have mounted an evaluation study to see what groups are covered and not covered by
such record systems, by comparing administrative record information to the 2010 census
results. We’ll also examine the accuracy of datathat are collected on the Census, such as
age and gender, are reported. We’ll know more at the end of this calendar year.

QUESTION: Under what authority does the Census use administrative records?

ANSWER: Title 13, Subchapter 1, Section 6, directs that “to the maximum extent
possible” the Secretary of Commerce shall acquire and make use of records and reports
from other Federal departments and agencies, as well as other governmental units and
private sources to conduct censuses and surveys provided for under Title 13. In order to



134

provide the country statistical information it needs while reducing the burden on the
American public. Data we obtain in this manner have all of the confidentiality
protections as those provided directly from the respondents. Once we have an
understanding of how fully we might be able to use administrative records in the 2020
Census, we will consult with Congress about our proposed plans.

QUESTION: What constitutes an “administrative record” as used by the Census
Bureau?

ANSWER: Many Federal government programs that provide benefits or services collect
data relevant to those programs. Thus, people are correct when they say that they have
already provided the answers to Census questions to the government, even when it’s not
the Census Bureau. This indicates a response burden that could be addressed. .

Our intent is to increase the convenience and reduce the response burden of participating
in the Census. Census seeks to record data respondents previously provided willingly to
other Federal entities. Census intends to use this information only in the absence of
having other information -- ensuring that all persons are counted in the census.

Administrative records are also available from commercial entities, and we will be
exploring whether information that accurately answers the 10 census questions viable and
accurate.

QUESTION: Realizing that non-response follow-up is a big cost driver in
conducting the Census, does the Census want to use administrative records for non-
response follow-up to the 2020 Census?

ANSWER: The National Academy of Sciences, the Government Accountability Office,
and the Commerce Inspector General have suggested the Census Bureau to consider the
use of administrative records to reduce the cost of non-response follow up. The Census
Bureau will investigate the use of administrative records to replace or reduce in-person
visits during the Non-response Follow-up operation as part of our 2020 Census research
and testing agenda. Our research will explore new sources of administrative records and
will examine the quality and coverage by demographic/geography of the available
administrative records sources.

QUESTION: Does an expansion in the use of administrative records for the 2020
Census mean that the Census will not be counting every person as it has done in the
past?

ANSWER: Our mission in conducting a decennial census remains counting all people,
once, only once, and in the right place. An expanded use of administrative records does
not change that.

Under the Constitution, Congress has the responsibility for directing the manner in which
the decennial census is conducted. Qur evaluation study of the 2010 Census and its
match to various record sets should provide very good answers to the questions on what
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extent administrative records can be used for conducting the Nonresponse follow-up
operation, and we will share those with you when that is completed.

Enhancements in the Government Statistics Programs

QUESTION: Though a small amount of funding, Census is also requesting an
increase of $3 million for research, improvements, and new data products in the
area of pension statistics. Specifically, Census is seeking additional funds to collect
data on defined contribution plans and will allow for this data to be used in the
calculation of Gross Domestic Products. Funding will also support development
work on new methodologies to produce consistent measures of the costs and
liabilities associated with Other Post Employment Benefits. These efforts will assist
policy makers with a new data source to assess trillions in estimated liabilities of
state and local governments.

Please explain why this information is necessary?

ANSWER: A number of recent articles and reports have highlighted the pension crisis
faced by many state and local governments. Current collections on pension statistics are
incomplete and do not capture the full magnitude of this fiscal crisis. With this program
increase the Census Bureau will quantify the effects of the costs of public pension
systems on present and future economic conditions, policymakers will be able to assess
economic conditions and make informed decisions, and Federal counterparts will have
real measures to fill the gap in current pension statistics.

The program increase will be used to develop new methodologies for measuring
revenues, expenditures, and financial assets of publicly sponsored defined contribution
plans, and for measuring costs and liabilities associated with Other Post-employment
Benefits (OPEB) for all public employees. Little information exists on the full scale of
unfunded liabilities associated with public pensions and OPEB, nor are there
comprehensive official statistics on these data.

The Census Bureau currently collects statistics on defined benefits plans and limited
information on defined contribution plans. The program increase will expand the current
collection to encompass the full universe of defined contribution plans as well as OPEB.
OPEB (including post-employment healthcare benefits, life insurance, and long-term
disability coverage) are considered a significant financial commitment for many
governments. Even more so since state and local governments have shifted in recent
years from offering defined benefit plans to defined contribution plans and OPEB.

Several state and local governments are trying to renegotiate existing defined benefit
plan arrangements and transition to defined contribution plans, these changes will have
socioeconomic impacts on nearly 17 million current state and local government
employees. In order to address funding shortfalls in OPEB, many governments may be
forced to increase revenues (i.e., taxes) and decrease benefits at the same time. Data are
needed to inform decisions facing our public policymakers as well as to assess additional
intergovernmental financing options. Detailed information on OPEB will allow
policymakers to assess the viability of the social safety net, state and local governments®
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ability to cover costs, and state and local dependence on federal funding to cover these or
other costs as a result of these obligations.

Furthermore, the program increase will fill a eritical data gap by providing measures that
are used for the calculation of the gross domestic product {(GDP), a standard indicator of
the Nation’s fiscal well-being. Pension data, in addition to health benefits and life
insurance, feed directly into the state and local government employee fringe benefits
portion of the GDP. These fringe benefits comprise 1.7 percent of the GDP (for 2009), or
$239.4 billion. These calculations are based on the data that are currently measured, i.e.
defined benefit, not defined contribution plans or OPEB. Therefore, current GDP
calculations lack an accurate measure of these components. This program increase will
provide for the first quantitative data on defined contribution plans and OPEB, which will
allow for their inclusion in the calculation of the GDP. The resulting measures will aliow
policymakers to account for this critical, ever growing component of public sector data.

Without the program increase we would have a less complete picture of the fiscal welfare
of governments at all levels, including local, state, and Federal. The resulting measures
will fiil critical data gaps, providing policy makers with information to accurately
estimate the magnitude of potential funding shortfalls due to unfunded liabilities and
Federal counterparts better inputs for which to calculate GDP.

Conversely, Census is also proposing to eliminate certain Census statistical programs
including $4 million for certain manufacturing sector repozts.

QUESTION: Why would Census eliminate funding for this survey when this sector
of our economy continues to lag?

ANSWER: This decision was not taken without an in depth consultation with key data
users on relative program priorities and specifically about the consequences of the
elimination of the CIR program. Users weighed the loss of the CIR against proposed cuts
of other programs and key stakeholders understand why we chose the CIR program given
the amount of detail statistics we currently provide for the manufacturing sector. While
few data users wanted to eliminate an existing data source, the availability of
manufacturing product class data from the Annual Survey of Manufactures, and the
continued collection of detailed product information in the Economic Census and in our
monthly trade statistics program, helped mitigate the loss. Moreover, on balance we
continue to measure the manufacturing sector {e.g. new orders, capital and I'T
investments, research and development, corporate profits, etc.) in far more detail than any
other economic sector.

QUESTION: Please explain how these surveys were chosen for elimination?

ANSWER: In deliberations on FY 2012 submission, the Census Bureau consulted with
the key data users on relative program priorities and specifically about the consequences
of the elimination of the CIR program. The availability of manufacturing product class
data from the Annual Survey of Manufactures, and the continued collection of detaited
product information in the Economic Census and in our monthly trade statistics program,
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which help mitigate the loss, also weighed into the decision. Also, on balance the Census
Bureau continues to measure the manufacturing sector (e.g. new orders, capital and IT
investments, research and development, corporate profits, ete.) in far more detail than any
other economic sector.

QUESTION: Will Census be able to collect these data sefs using other existing
survey forms?

ANSWER: The Census Bureau will continue to collect and publish information on
detailed manufacturing products on an annual basis at the product class level (rather than
the product level) for these 121 categories through the Annual Survey of Manufactures
{ASM). The data in the CIR are consistent with the data in the ASM. The consistency of
this relationship allows data users to continue to monitor, evaluate, and understand the
market. The Economic Census for the manufacturing sector collects comparable data
(value and quantity) that will allow users to derive unit cost.

The Census Bureaun will also continue to measure the manufacturing sectors in far more
detail than any other economic sector. For example, the Marufacturers’ Shipments,
Inventories, and Orders (M3}, a principle economic indicator, provides monthly trends on
economic conditions through measurement of current industrial activity while providing
indication of business trends. The Quarterly Plant Capacity Utilization survey provides
statistics on the rates of capaeity utilization for the manufacturing sector. The Census
Bureau produces a “Profile of U.S. Exporting Companies” that provides aggregated data
on the U.S. exporting community (i.e. number of exporters, known value of the export
trade, employment size, type of company {(manufacturers, wholesalers, and others) and
major foreign markets). These data, in combination with other surveys covering capital
and IT investments, research and development, corporate profits, etc., provide a host of
information to examine, evaluate, and monitor the performance of the manufacturing
sector against foreign competition.

U.S. Patent and Trademark Office

QUESTION: The U.S. Patent and Trademark Office is again proposing Ianguage to
allow it te spend fees in excess of appropriations, so called “buffer” language. PTO
is also requesting authority to collect $2.7 billion in fees while at the same time their
spending propesal is for only $2.6 billion. The difference, about $107 million, is
being proposed by the PTO as a “reserve” to be carried over from FY 2012 to FY
2013, PTO anticipates carrying over $342 million into Y 2013 to enable it to
forward fund initiatives.

Please explain why PTO is expecting to carryover this level of funding? Why
wouldn’t PTO spend these funds to work down the backlog?

ANSWER: USPTO maintains an operating reserve as part of its strategic objective to
establish a sustainable funding model to address both its multi-year funding requirements
and any economic/workload volatility that may occur it the futare. This is in line with
the Administration’s and our stakeholder’s desire that USPTO maintain a reserve to help
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mitigate any funding difficulties along the lines of those the agency experienced over the
last couple of years.

The USPTO has a multi-year plan to achieve an average first action patent pendency of
10 months, and an average total pendency of 20 months by 2014 and 2015 respectively,
as well as reduce the backlog of unexamined applications. The operating requirements
laid out for F'Y 2012 will continue to implement this multi-year plan by hiring and
training 1,500 patent examiners, authorizing the maximum amount of overtime, and
paying for awards and contractual services needed for additional production. These
levels were analyzed and modeled to identify the appropriate level of hiring to ensure the
desired ramp down of staffing once the application inventory reaches optimal levels.

QUESTION: PTO received a $129 million supplemental in August 2010. All of this
funding was carried over. Why was this supplemental needed in FY 2010 if none of
the money was obligated in that fiscal year?

ANSWER: The supplemental appropriation provided by H.R. 5874 increased the
USPTO’s authority to spend an additional $129 million of patent fee collections related
to applications that had to be examined. The USPTO’s original FY 2010 appropriation
was $1.887 billion, for which ali fees were collected by August, 210. The USPTO
collected an additional $182 million in fees through September 30, 2010 and $129
million of those fees were authorized to be spent in the supplemental appropriation.

We are grateful to the Subcommittee and to the Congress for their exceptional efforts to
move this legislation so quickly. The additional funding allowed us to continue the
progress we’ve made in improving the USPTO and the patent process so that patents can
be issued more quickly, investments in new iechnology and new products will be
accelerated, and much-needed jobs will be created. In August, right after receiving the
supplemental, the USPTO took immediate action to restart the multi-year plans that were
paused white waiting for the spending authority. The USPTO plans included spending
the entire $129 million on initiatives to reduce backiogs in processing patent applications
by building out the examiner workforce and making that workforce more productive by
improving information technology and tools.

Executing on those plans was not permitted to occur without this supplemental spending
authority, lest we commit the Agency to financial obligations for which it had no
authority to act upon. For example, we were not permitted to extend hiring offers to
patent examiners or deliver specifications to begin negotiations for contractual goods and
services. Without this supplemental, the hiring of 500 patent examiners would have
occurred much later in FY 2011 and would have slowed down our efforts to reduce
backlogs.

Once the supplemental spending authority was received and during FY 2010, the USPTO
began acting on all of its plans for executing. A summary of the plans and when the
funds were/are being obligated is:



139

Almost 30% of the funds were obligated during FY 2010. These obligations were
in areas where the lead time for execution was short including:

o Continuing with full overtime for patent examiners and support staff;
o Hiring and training a portion of the planned 500 patent examiners; and

o Executing modifications to existing USPTO contracts for patent printing
and outsourcing the Patent Cooperation Treaty searches.

Another third is being used in FY 2011 to pay salaries, benefits, and overtime
during FY 2011 for the 500 patent examiners recruited from the vacancy
announcements that were posted during FY 2010. When the patent examiners
started being recruited in FY 2010, we had to reserve a portion of the
supplemental and carry it over to ensure we had the funds to pay for them.

The remaining funds are being used in FY 201 [ on contracts and task orders that
were not able to be obligated in FY 2010 because of the necessary procurement
lead time for fair and open competition associated with obtaining proposals,
commencing negotiations, and awarding contracts. Almost all of these contracts
are for planned IT infrastructure investments and capital improvements.
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PTO and China

QUESTION: I believe that we are putting ourselves at a disadvantage by making
U.S. patent applications available on-line. I understand that making applications
available on-line is required by law, but I think that we should be publishing
abstracts only.

Please provide the legal authority whereby the U.S. posts its patent applications on-
line.

ANSWER: Congress provided for publication of patent applications at eighteen months
from their filing date in the Domestic Publication of Foreign Filed Patent Applications
Act of 1999, Sec. 4502(a), now in statute as 35 USC 122 (b). This publication
requirement is consistent with other major Patent Offices around the world.

QUESTION: How does the U.S. stop China from counterfeiting thc products that
they copy from the patent applications available on-line?

ANSWER: The USPTO has undertaken several initiatives with Chinese IP protection
and enforcement agencies on methods to improve the functionality and usability of the
Chinese regime for protecting and enforcing IP rights within China and internationally.
Working with partners in China, the USPTO has organized programs for US businesses
focused on protecting an innovation through a patent or trademark filing and how to
enforce an IP right using China’s three-track system for [P enforcement (administrative,
criminal, and civil systems). These programs have been held in Beijing, Shanghai,
Guangzhou, Shenzhen and other cities throughout China.

The USPTO also has developed bilateral relationships with Chinese agencies responsible
for IP protection and enforcement and offered assistance in bringing down the incidence
of IP infringement for US right holders. The main forum for IP discussions with China is
the Joint Commission on Commerce and Trade (JCCT). The USPTO is a co-chair of the
IPR Working Group within the JCCT and meets twice a year with its Chinese
counterparts to address issues of concern to US companies. In addition, because of the
scope and scale of the problem with IP infringement in China, the USPTO has posted two
IP Attachés in the Embassy in Beijing and in the US Consulate in Guangzhou,
respectively. A third IP attaché position has recently been created at the U.S. Consulate
in Shanghai and will be filled in the near future.

QUESTION: Realizing that part of the impetus for posting patent applications on-
line is to encourage continued innovation, have any patent applicants voiced
concerns that their patent applications are being pirated while awaiting approval?

ANSWER: Very few applicants have contacted the USPTO indicating that their patent
applications were being pirated while examination was being conducted. Our records
indicate that over past few years less than ten (10) applicants have contacted the USPTO
to voice such a concern. This is supported by the small, and decreasing, number of
requests received each year by the USPTO that an inventor’s patent application not be
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published. In Fiscal Year 2010, the rate at which applicants requested non-publication of
their patent applications was 6.1%. This is lowest rate since pre-grant publication of
applications started in 2000. The rate at which applicants have requested non-publication
of their applications has steadily dropped each of the last four (4) years. The continued
increase in the rate at which applications are published suggests that piracy of
applications is not as great a concern for the patent community as some might suggest.

With respect to general complaints regarding application publications, the Office has
averaged less than 4 petitions per year concerning withdrawing a properly published
patent application or not publishing a patent application publication when applicant did
not opt out of the publication process. Piracy has not been raised as an issue in these
petitions.

Economic Development Administration
QUESTION: EDA is proposing to eliminate the Trade Adjustment Assistance

Program. FY 2010 funding for this program was $16 million.

Why are you proposing to eliminate this program?

ANSWER: The Administration believes that EDA can make investments such as those
that are made under the the Trade Adjustment Assistance for Firms (TAAF) program in a
more cost-effective and timely manner using other EDA and Department of Commerce
(DOC) programs, such as EDA’s EAA Program and the National Institute of Standards
and Technology’s (NIST’s) Manufacturing Extension Program (MEP). The President’s
proposed FY 2012 budget prioritizes continued investment in high-impact programs
while making the tough choices necessary to address the country’s long term fiscal
needs.

QUESTION: EDA is proposing a new $40 million competitive grant program — the
Regional Innovation Program, in concert with HUD and USDA efforts, to fund 20
community regional innovation activities.

Please explain this program. This program is intended to support regional strategic
plans to identify how communities can build assets to stimulate job creation and
business expansion. What exactly will EDA be funding? More public works
grants?

ANSWER: In FY 2012, under this new Regional Innovation Program, EDA will
implement a Growth Zones initiative. The proposed Growth Zones replaces the previous
Empowerment Zones Program. Specifically, the Growth Zones initiative will
competitively select 20 communities that develop the most effective economic
development strategies linked directly to the Empowerment Zone programs investment
tax credits. This deliberate linkage of strategies for competitive industry growth to
Treasury’s tax incentives will ensure higher leveraging of Federal investments. The
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Growth Zones initiative will provide strategic investments to help communities leverage
their innovation ecosystems to create jobs, businesses, and regional prosperity.
Specifically, the program will support a nationwide competition to encourage 20
communities to develop and implement regional strategic plans that identify how the
community can build on assets and link to drivers of regional economic growth in order
to stimulate job creation, business expansion and creation, and enhanced regional
prosperity.

In addition, this program includes grants to support the formation and development of
regional innovation clusters; grants for feasibility studies for the establishment of science
and research parks, and loan guarantees to support the construction and expansion of
science and research parks.

National Oceanic and Atmospheric Administration
The FY 2012 discretionary budget request for NOAA is $5.5 billion, comprising

about 63% of Commerce’s discretionary budget of $8.8 billion. This request is 16%
above the annualized FY 2010 level.

Proposed Establishment of a Climate Service

NOAA is proposing a $346 million reorganization to establish a Climate Service.
Funding is being transferred from the Office of Oceanic and Atmospheric Research
(-$226 million); the National Environmental Satellite, Data, and Information Service
(-$111 million); and National Weather Service (-$15 million) to establish this service.
Concerns have been raised with respect to the creation of this office. Namely, that
NOAA'’s science mission will be sacrificed and that policy or politics is going to drive
the science to be housed in the proposed climate office.

QUESTION: Please outline how Commerce intends to ensure that the science
mission of NOAA will not be sacrificed for or driven by politics.

ANSWER: Science guides all of NOAA’s activities, and the proposed Climate Service
would be no exception. NOAA holds itself to the highest standards of data quality and
transparency, and as a science agency is well positioned to provide trusted information on
climate variability and change.

This Administration is committed to the honest and open conduct of science. One of the
first actions of NOAA Administrator Dr. Lubchenco was to appoint a scientific integrity
team at NOAA. Their charge was to review the state of science and scientific integrity at
NOAA, to actively assist OSTP in developing recommendations that would strengthen
the integrity of science in government, and to draft a scientific integrity policy for
NOAA.

NOAA’s first priority is to maintain the highest quality climate science while being
responsive to user needs. The principal goal of the proposed Climate Service is to make
the scientific data and information about climate easily accessible in order to help people
make informed decisions in their lives, businesses, and communities.
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The National Academy of Public Administration (NAPA) endorsed this approach in their
study and recommended that NOAA bring its research, observation and monitoring, and
service development and delivery capacity into a single line office. NAPA noted that, “It
would undermine the whole concept of an integrated NOAA Climate Service if these
research assets were not an integral part of the new line office.” The National Academies
of Science have also stated that a decision support initiative for climate should be
“closely linked” to its research element. (Informing Decisions in a Changing Climate,
2009).

NOAA is also using the proposed reorganization as an opportunity to strategically realign
its existing core research line office, the Office of Oceanic and Atmospheric Research
(OAR), to strengthen the agency’s overall science enterprise. OAR will refocus its work
to serve as an innovator and incubator of new science, technologies, and applications for
its missions, and an integrator of science and technology across all of NOAA. The OAR
Assistant Administrator would serve as vice-chair of the NOAA Research Council.
Further, as leader of the central research Line Office, the OAR Assistant Administrator
will become the senior advisor to the NOAA Chief Scientist.

QUESTION: What have NOAA'’s stakeholders told Commerce about this proposed
reorganization?

ANSWER: NOAA'’s climate capabilities significantly matured and markedly grew in
sophistication over the past 40 years. Americans depend upon this essential information
to make decisions for their family, business and community balance sheets and are now
demanding more data, increasingly complex products, and advanced scientific study. As
much as one-third of U.S, gross domestic product depends on accurate weather and
climate information, and American businesses are using NOAA'’s climate information to
make smart investments to manage their risks and reap economic benefits. For example,
through an effort with the National Association of Homebuilders, NOAA provided
climate data to help the home building industry establish the most cost efficient insulation
standards for protecting building foundations from frost. By industry estimates, this
information is said to save roughly $330 million in annual building construction costs and
energy cost savings of 586,000 megawatt hours.

This is one example of the positive impact of NOAA’s climate services that is fueling an
increased demand and the widely recognized view that for NOAA to meaningfully rise to
this national challenge, the establishment of a single management structure for the
agency’s core climate capabilities will be required. Throughout the Department’s efforts
to develop the proposed Climate Service reorganization, the Department consulted with
and benefited from the input and advice of a wide array of external partners and
stakeholders across public and private sectors.

Most prominently, the U.S. Congress asked an expert panel of the National Academy of
Public Administration (the Academy) to assist NOAA with “a study and analysis of
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organizational options for a National Climate Service within NOAA, emphasizing
maximum effectiveness and efficiency.” (U.S. Congress, House, Conference Committee
Report to Accompany Consolidated Appropriations Act, 2010 11 Cong. 1 sess., 2009,
Report 111-366 (Washington: GPO) p. 636).

In the conduct of the Academy’s report to Congress, Building Strong for Tomorrow:
NOAA Climate Service, a survey found that the “themes that the Panel heard often and
found compellingly stated were: strong support for the concept of creating a NOAA (or a
National) Climate Service; the need to improve federal interagency coordination of
resources and service delivery, the importance of partnerships with the public and
private sectors; a need for more localized and more accessible research; the potential
positive impact of using innovative service delivery technologies and tools; and the
importance of supporting a user community that is large and diverse.” (Building Strong
for Tomorrow: NOAA Climate Service, pg 16).

The Academy report’s survey results were based on over 40 interviews with NOAA staff,
current and former government officials, and external stakeholders; three roundtable
discussions with over 50 key NOAA climate constituents: (1) federal agency partners;
(2) state and local government leaders; and (3) academics and other subject matter
experts; and lastly, a national Online Dialogue that solicited ideas about how to structure
and operate a NOAA Climate Service from June 14 to June 28, 2010.

The Academy’s report, resounding as it is in its response, is one of an array of
expressions of support for NOAA’s proposed reorganization. Below are a number of
additional examples of external stakeholder feedback:

“Establishing a NOAA Climate Service demonstrates that the administration and NOAA
understand there is a real need to deliver climate services in this country. This is a giant
leap forward in meeting this need. NOAA plays a central role in many aspects of climate
science including climate modeling, observations, and assessments, and has a major role
to play in the efforts to establish a more coordinated and integrated government-wide
National Climate Service. The creation of a new NOAA Climate Service will allow it to
be a maore effective partner with other federal agencies, the private sector, and the
research and academic community, in that effort.”

Dr. Rick Anthes, President, University Corporation for Atmospheric Research

“NOAA's proposed climate service would be a welcome and critically needed asset to the
public health community, both in the U.S. and around the world. Every key sector of the
public health community, from first responders to those who provide food and medical
supplies and services, would draw on the information. Forecasting air quality, drought,
natural hazards and climate-sensitive diseases all impact public health. Better predictive
tools, monitoring and other resources will inform our decision-making and advance our
efforts to get further ahead of the curve. Lives can be saved as a result.”
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Georges C. Benjamin MD, FACP, FACEP (Emeritus), Executive Director,
American Public Health Association

“Twas delighted and thrilled to learn of the commitment by the Administration to form
the NOAA Climate Service. I have been a long time supporter of this vision and it is very
gratifying to see it accomplished. NOAA has worked for many years to become
proficient in climate science, climate observation, and data management. Additionally,
with vast experience in producing world-class weather forecasts, extension of these skills
to climate is a natural step and will go far in improving the foundation for rational
science based policy making. My thanks and congratulations to the hardworking NOAA
team members who over many years have made this event possible.”

Honorable Conrad C. Lautenbacher, Ph.D.,Vice Admiral (U.S. Navy Ret.)
Vice President, Science Programs, CSC, ATG, Under Secretary of Commerce for
Oceans and Atmosphere and NOAA Administrator, 2001-2008

“As climate adaptation becomes an increasingly important strategic path, the new
climate service will provide essential information to the public and private sectors. The
insurance industry is heavily dependent on public data and information related to
climate, and the creation of a NOAA Climate Service with new data services will greatly
enhance the industry’s analysis of climate and extreme event weather risk.”

Frank W. Nutter, President, Reinsurance Association of America

“Addressing climate change is one of our most pressing environmental challenges.
Matking climate science more easily accessible to all Americans will help us gain the
consensus we need to move forward. The new NOAA Climate Service is a welcome
addition to our national climate change capabilities. It will help bring people together so
we can also bring about an economic recovery by more rapidly modernizing our nation’s
energy infrastructure.”

Jim Rogers, President and CEO, Duke Energy

I am very excited by today’s announcement regarding formation of the NOAA Climate
Service. Working in tandem with the highly skilled work force from the National Weather
Service, the NOAA Climate Service will enhance NOAA's ability to deliver world class
climate services and to address the wide variety of issues related to climate change.

NWSEQ intends to work closely with the Obama Administration, NOAA s leadership and
the NOAA Climate Service to effectively launch this new venture. We look forward to
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Jforging a close working relationship with the NOAA Climate Service, which will
effectively utilize the skills of NWSEQ's members and satisfy America’s needs to better
understand and to predict climate change.”

Dan Sobien, President, National Weather Service Employees Organization
(NWSEO)

“Qur organizations, representing hunters and anglers across the country, are very
concerned about the impacts of climate change on fish and wildlife, and we recognize
that providing good information to resource managers will be critical to helping
ecosystems, fish, and wildlife adapt to the coming changes in climate.

While the broad implications of climate change are becoming better understood, the need
for more regional and local understanding of future climate impacts is urgent. The
Sfederal government’s investment in observing, researching, modeling, and developing
tools to respond to the impacts of climate change will be significant, and the ability to
disseminate that information to states, municipalities, and non-governmental
organizations, while responding in turn to their specific information needs, is critical.
NOAA’s climate service can play an important role in gathering, analyzing, and
presenting that information to those in need of it.”

Randi Swisher, President, American Fly Fishing Trade Association;

Tom Franklin, Director of Policy and Government Relations,

Theodore Roosevelt Conservation Partnership; and

Steve Moyer, Vice President for Government Affairs, Trout Unlimited

These are examples of the broad array of support for NOAA’s proposed Climate Service
from stakeholders; and many more are listed at:
http://www.noaa.gov/climateresources/testimonial.html. As a final example of feedback
that has been received, attached please find a letter I received from a diverse and
distinguished group of business leaders including Microsoft, Deloitte, and Governor Jim
Geringer.

QUESTION: Do you believe there is overlap between NOAA and NASA’s earth
science and climate programs?

ANSWER: NASA and NOAA provide mostly complementary and coordinated earth
science services to the nation, cooperating closely through numerous formal and informal
mechanisms. For example, through the U.S. Global Change Research Program
(USGCRP), interagency coordination and collaboration, and with oversight from the
White House Offices of Management and Budget and Science and Technology Policy,
NOAA and NASA, along with other federal agency partners, work diligently to ensure
coordination among federal climate research portfolios.
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NASA conducts research to advance Earth system science, and implements leading-edge
technologies to pioneer new space-based measurements of a broad range of Earth system
parameters. NOAA, on the other hand, conducts targeted research and provides services
that are focused on efficiently and effectively responding to the rapidly increasing
demand for easily accessible and timely scientific data and information about climate that
helps people make informed decisions in their lives, businesses, and communities.

The NOAA-NASA partnership in observing Earth from space builds on the expertise
each brings to this challenging enterprise. NASA’s strength in space systems acquisition
and its unique research capabilities ensure that space-based measurements provide as
advanced a scientific understanding of the Earth system as possible. Once the value of
these measurements have been verified, NOAA’s strength is in making the information
derived from them routinely available in understandable formats to decision makers and
the public.

NOAA and NASA extensively share both observational and derived data products, in
particular climate data sets developed across observing platforms, which are developed
by both agencies. The complementary roles of the agencies are reflected in the
complementary nature of space-based observation (much at NASA) with its broad
geographic coverage and in situ observations (mostly NOAA) which allows for
reference-quality measurements at a specific place.

Both NOAA and NASA develop and run climate models that contribute to national and
international predictions and projections to understand the range of possibilities for the
overall climate system. Each advances the science of climate modeling, however, in
complimentary ways that reflect their individual missions. NOAA improves its models by
increasing their spatial resolution and incorporating biological processes relevant to
regional and local decision makers. NASA focuses its efforts on better representing
physical processes in models, like clouds and the cryosphere, for which its space-based
measurements provide valuable supporting evidence. These complementary approaches
contribute to the leadership role in climate modeling the United States currently
contributes to the international community.

Under the U.S. civil space program construct recently reinforced by the National Space
Policy, NOAA and NASA have developed and implemented a successful 40+ year
partnership that has provided increasing technology advances in Earth observation
capabilities that have been transitioned for use operationally to improve weather
forecasting, severe storm/hurricane prediction and climate observations. This partnership
has successfully developed, built, launched and operated over 60 weather satellites.

QUESTION: Which agency should have primary responsibility for earth science
and climate study?

ANSWER: To ensure the federal family’s various and unique capabilities in earth,
climate and other science and technology activities are coordinated activities are
organized, the Committee on Environment, Natural Resources, and Sustainability
(CENRS), co-chaired by the Environmental Protection Agency, NOAA, and the White
House Office of Science and Technology Policy, and its subcommittees, serve as the
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principal means for coordinating science and technology policies across the Federal
Government. The U.S. Global Change Research Program (USGCRP) was established
specifically to coordinate cutting edge climate change research across 13 federal
agencies. The program is steered by the CENRS Subcommittee on Global Change
Research, chaired by Dr. Thomas Karl from NOAA.

Several agencies have complementary responsibilities in advancing the state of
knowledge of earth science and climate issues, for example, both NASA and NSF have
responsibility to do basic research to advance the state of knowledge of earth science and
climate while NOAA has primary responsibility to accomplish the applied research and
development needed to improve the nation’s weather and climate services. Where the
distinctions among responsibilities are not clear, NOAA coordinates with the USGCRP
and other agencies.

With regards to the climate science roles of federal agencies and interagency
coordination, the National Academy of Public Administration’s Panel report, “Building
Strong for Tomorrow: NOAA Climate Service,” recognized that “no single agency could
conduct all federal climate research. Nor will one agency have all the assets needed to
support all constituencies or to deliver all services regarding climate.” However, the
Parel also stated that that it would be essential to have one federal agency designated to
be “the center of gravity for aggregating and rigorously providing an authoritative
roadmap or portal to the best available science that can be harnessed to support public
policy decision making.”

After extensive consultation, the Panel concludes that a Climate Service Line Office,
properly configured and implemented, could serve the public and private sectors as a lead
federal agency for climate research and services, and to provide an ongoing accessible,
authoritative clearinghouse for many federal science and services related to climate.

Establishing a Climate Service at the Expense of NOAA'’s Core Science Mission

QUESTION: Some may be concerned that this Climate “Service” is being created
while NOAA’s Oceanic and Atmospheric “Research” service is going to suffer. If
you look at OAR’s budget, which is being cut in half, this appears to be the case.
From a strictly numbers perspective, it certainly seems that NOAA will be spending
less money on cutting edge research and spending more money disseminating
climate data.

OAR’s Competitive Research Program is being transferred to the new Climate
Service, and the funding is being cut from $152 million to $71 million. Does this
mean that fewer non-NOAA scientists will be able to compete for NOAA research
dollars?

ANSWER: The proposed reorganization does not eliminate any of NOAA’s research
activities and NOAA’s overall funding for cutting edge research — whether climate or
other critically important areas like oceans and weather — is not proposed to be reduced.
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In fact, NOAA’s FY 2012 proposal maintains NOAA’s research funding lcvels and in
some instances, such as ocean acidification and weather radar research, proposes targeted
new investments in cutting edge science.

In terms of the specific Competitive Research Program referenced, funding for that
activity is not being cut, but has rather been restructured to more accurately reflect in
detail what the funding supports. The $152 million to which you refer is now reflected in
a number of lines within the Climate Service and a small portion ($4 million) remains in
OAR for Integrated Ocean Acidification. The attached table shows how the money from
this line was distributed in the reorganization. The question of the future distribution of
funding between intramural and extramural research is not addressed in the
reorganization proposal, but NOAA does not envision any significant shift.

QUESTION: Likewise, OAR’s Laboratories and Cooperative Institutes programs
are being cut nearly in half, from about $109 million to $62 million. Again, is this
fewer research dollars going out the door to extramural scientists?

ANSWER: The funding change in the OAR’s Laboratories and Cooperative Institutes
Program reflects the proposed transfer of the three divisions at the Earth System Research
Laboratory (Chemical Sciences Division, Physical Sciences Division, and Global
Monitoring Division). The Geophysical Fluid Dynamics Laboratory is proposed for
transfer to the proposed Climate Service along with these four organizations.

These research programs are proposed for transfer so that NOAA’s climate capabilities
can be housed under a single line office management structure. In this manner, NOAA
can more efficiently and effectively respond to the rapidly increasing demand for easily
accessible and timely scientific data and information about climate.

The question of the future distribution of funding between intramural and extramural
research is not addressed in the reorganization proposal, but NOAA does not envision
any significant shift.

QUESTION: Stakeholders may be concerned that NOAA may be able to direct the
focus of the research if it cuts extramural research funds and instead conducts in-
house research, the results of which may be called into question by some. Please
explain how Commerce is going to address these concerns?

ANSWER: NOAA strongly values extramural research and our relationships with
extramural institutions. Through our Cooperative Institutes, Regional Integrated
Sciences and Assessments, and other extramural programs, tremendous advances in
NOAA mission oriented science and technology development have been realized.
NOAA does not envision any significant shift in distribution of requested funding among
intramural and extramural partners.
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QUESTION: Will the Climate Service maintain the function of the old OAR
programs or will they change in nature or scope once they are part of the new
Climate Service?

ANSWER: Conducting climate research in the context of the proposed Climate Service
will enable NOAA to more effectively transition research to services that support the
many sectors NOAA serves. The missions of existing OAR programs that are proposed
for transfer to the Climate Service in the reorganization will not change. Existing
research, modeling, monitoring, and observational programs, including their internal vs.
extramural funding distributions, are also envisioned to continue under the proposed
Climate Service. That said, minor strategic re-directions of funding will continue to occu
each year as a result of careful program reviews in the context of NOAA’s Next
Generation Strategic Plan and NOAA leadership approval in order to ensure the agency’s
portfolio of programs most efficiently and effectively meets the Nation’s evolving needs.
The core focus of NOAA’s climate research is not envisioned to change.

QUESTION: Explain the Global Monitoring and Research programs at the new
Climate Service. That program is growing from $14 million to $27 million, an
increase of nearly 90%. What is this program? Please provide additional
information on the scope of the research and other programs that will be conducted
under the auspices of this program.

ANSWER: The Global Monitoring and Research program is largely comprised of
activities conducted by the present day Global Monitoring Division (GMD) that is part of
the Office of Oceanic and Atmospheric Research (OAR)’s Earth System Research
Laboratory in Boulder, Colorado. GMD is renamed the Global Monitoring and Research
Laboratory (GML) under the reorganization proposed in the FY 2012 budget. The
Global Monitoring Division provides the best possible scientific information about
atmospheric constituents that affect our climate. This includes ozone in the stratospheric,
measuring the global distributions, trends, sources and sinks of tiny particles in the
atmosphere and gases that affect the absorption of heat. This research will advance Earth
system projections and provide scientific information to support decision making. GMD
continuously monitors atmospheric gases, particles, and radiation across the globe to
determine and evaluate trends influencing climate change, ozone depletion, and baseline
air quality, and communicates its findings in usable and understandable forms. More
information about GMD is available at: http://www.esrl.noaa.gov/gmd/

The total FY 2012 increase to this program includes two initiatives: $4.7million for
Monitoring Atmospheric Carbon Sources and $8.0 million for Carbon Observing and
Analysis System with summaries below.

Monitoring Atmospheric Carbon Sources: +$4.7million: As the need greater information
about the makeup of greenhouse gases in the atmosphere increases in order to inform our
deepening understanding of climate variability and change, NOAA’s monitoring,
modeling, and analysis capabilities must augment its capability to separate human from
natural influences. With these funds, NOAA will work with universities and the
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Department of Energy’s Lawrence Livermore National Laboratory to increase Hco,
measurements at NOAA sampling sites and develop the infrastructure necessary to
increase national measurement capacity. (**C is also known as radiocarbon, which is a
radioactive isotope of carbon, and is found in atmospheric CO, produced by natural
sources (e.g., leaf decay) but not in atmospheric CO; produced by bumning fossil fuels.)

Carbon Observing and Analysis System +$8.0 million: An accurate, reliable, and
independent system for tracking sources and sinks of carbon dioxide and other
greenhouse gases is needed to increase understanding of the carbon cycle and its impacts
on climate variability and change. With these funds, NOAA will complete and sustain an
observation and analysis system that will shed light on the regional uptake and emissions
of greenhouse gases across North America.

QUESTION: Will the consolidation of some scientific research efforts into the new
Climate Service diminish or squeeze out funding for other crucial NOAA activities,
namely fisheries or weather research? For example, NMFS’s cooperative research
funding is going down from nearly $18 million to $7 million.

ANSWER: NOAA’s proposed reorganization to create a Climate Service is budget
neutral and does not affect the funding levels associated any weather or NMFS fisheries
research programs. In FY 2012, NOAA is requesting $13.2 million for Cooperative
Research (36 million in the National Catch Share program line and $7.2 million under the
Cooperative Research line.) This funding level represents a return to historical funding
levels. Funding for Cooperative Research was $10.1 million in 2008 and $11.5 million in
2009.

Only the funding related to the existing programs that are proposed to be moved into the
Climate Service would be transferred to that new office. With the exception of normal
increases and decreases that result from annual budget prioritizations and formulation, the
funding levels of those programs that are proposed to be moved into the Climate Service
remain largely the same. Should the reorganization be approved by Congress, NOAA will
continue to meet all of its mission requirements.

The scientific research that has been consolidated is not diminished nor is the weather
research or fisheries activities negatively impacted by the NOAA structural change of the
proposed Climate Service. Rather, the new office focused on climate, leverages the
resources within NOAA for a more complete and robust environmental portfolio that
synergizes climate, fisheries, and weather research.

Satellites

The fiscal year 2012 budget request for NOAA, the largest agency within the Department
of Commerce, includes $5.5 billion, comprising some 63% of the Department’s FY 2012
discretionary funding request of $8.8 billion. Within the amounts for NOAA, an increase
of $688 million is for the Joint Polar Satellite System (or JPSS) for instrument
development; ground systems; and satellite procurement. This is the successor to the
former NPOESS program that experienced schedule slips from 2008 to the current 2014
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first launch, a nearly doubling of funding from $6.5 billion to more than $14 billion and a
loss of capability — from six satellites to four.

QUESTION: Given the current funding climate, funding levels for FY 2011 will be
less than requested for the satellite programs. What contingency plan is Commerce
making to address the funding amount needed for the JPSS program in order to
remain on schedule?

ANSWER: Due to insufficient funding caused by the FY 2011 Continuing Resolutions
(CR), the launch date for JPSS-1 has already slipped to late 2016 — early 2017 time frame
from the originally planned 2015 launch date, and the costs to complete the JPSS
Program will increase. Continued inadequate funding will cause further delays — on an
approximate day-for-day slip — and further cost growth. With the current lack of funding
for the program, NOAA is focused on meeting the launch of NPP later this year and
maintaining the minimum level of effort on the JPSS-1 instrument and spacecraft
contracts with an aim to ramp up work in FY 2012. As a result of the delay already
incurred, NOAA is currently reassessing instrument, spacecraft and ground segment
development schedules in light of limited available funding to mitigate the high
probability of a data gap beginning in FY 2017. Furthermore, it is critical that NOAA
receive its FY 2012 request or its ability to provide the critical weather and
environmental data needed to support its programs for the long term will be at risk. As
part of our contingency planning NOAA will:

¢ ipitiate notices to its users advising them to expect and prepare for degraded products
and services in the 2016-2017 time period.

o evaluate the application of Metop and other data sources for the numerical weather
prediction models to minimize model forecast degradation

» continue where possible to support data from legacy spacecraft that may be available.

With respect to FY 2011, NOAA has limited flexibility in its budget portfolio to apply
funds from other programs to the JPSS Program. For the program to move forward and
to preserve as much schedule as possible, full funding of the President’s FY 2012 Budget
request of $1.070 billion is required.

QUESTION: Does Commerce still expect the NPP (NPOESS Preparatory Project)
to launch on October 25, 2011 as planned?

ANSWER: NPP is a NASA-led mission. All indications are that NASA is still on
schedule for an NPP launch in October 2011.

QUESTION: What are the contingency plans if the NPP launch is unsuccessful?

ANSWER: If the NPP launch is unsuccessful or NPP fails once in the afternoon orbit,
NOAA would rely on observations from NOAA-19, the primary polar operational
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satellite that is currently flying in that orbit, while it still operates. NOAA would also
continue to access data from its older polar satellites, NOAA-18 and NOAA-16, which
provide secondary support in the afternoon orbit. NOAA would continue to use these data
as long as they were available and usable, recognizing that those satellites are operating
beyond their design lives and are demonstrating increased unreliability.

NOAA would continue to make use of NASA Earth Observing System (EOS) data,
recognizing that these research satellites have also exceeded their design lives and are
also demonstrating increased unreliability. NOAA would also assess the utility of data
from foreign satellites (e.g., Japanese, French, Indian, Chinese) and leverage as much
useful data as possible. NOAA would need to cnter into partnership arrangements with
these foreign satellite operators to ensure that the data would be made available to
support NOAA’s operational requirements for full, open, and timely access to these data.
However, even if the potential foreign data source options were utilized, the quality of
NOAA polar data would be impacted and, in turn, the quality of NOAA forecasting
products and services would be degraded.

If NOAA did not have a polar satellite data source (i.e. POES, NPP or JPSS) in the
afternoon orbit, and since the National Weather Service (NWS) cannot rely on Defense
Meteorological Satellite Program data, the NWS modeling effort would be based solely
on the European MetOp data from the mid-moming orbit. A gap in NOAA polar satellite
coverage would result in a degradation of forecast accuracy by 1 to 2 days for NWS 2 to
7 day forecasts. Thus, higher confidence forecasts would only extend out 5 days instead
of 7 days as they do currently. This degradation would cause NWS to suffer a loss of a
decade’s worth of continual improvements in forecast ability.

Finally, NOAA would work with its users to convey the likelihood of degraded products
and services as a result of the loss of the NPP satellite and lack of a reliable replacement
for measurements in the afternoon orbit. NOAA would attempt to make changes to its
numerical weather prediction models using proxy data to substitute for real observations.
However, there are no guarantees that these changes would compensate for degraded
weather forecasts that would result due to the lack of actual observed data. NOAA would
seek to accelerate JPSS-1 development, if feasible.

QUESTION: FY 2012 funds for JPSS will continue instrument development,
ground systems, and satellite procurement activities. What are the milestones you
expect to meet with the JPSS program in FY 2012 with the funding requested?

ANSWER: Currently, the JPSS program management team is focused on fielding and
testing the ground system to support the October 2011 NPP Launch Readiness Date,
transitioning the remaining two NPOESS instruments and maintaining a level of activity
on JPSS-1 that somewhat mitigates the schedule risk introduced by the FY 2011 funding
levels. NOAA has plans in place to use the $1.070 billion requested in the President’s
FY 2012 Budget request to achieve the following milestones:

e Prepare for and complete the JPSS Program System Design Review



154

e Conduct the pre-Ship Review for the Cloud and Earth Radiant Energy System
(CERES) flight model 6 (FM#6) which will be delivered to the JPSS program for
integration onto the JPSS-1 spacecraft

e Implement the next phase of fielding, testing, and reviewing the ground system

All of the above milestones are critical near-term steps that must be met to achieve the
preparations required in time for the launch readiness date, which will be determined
once appropriated funding levels are known.

QUESTION: Provide the Committee with an update on the new program
management, now the Department of Defense is no longer a direct partner.

ANSWER: NOAA will maintain overall responsibility for developing, funding, and
implementing the JPSS program. NOAA will provide the strategic guidance to NASA as
it administers the JPSS program and its requirements, budget and planning, constellation
architecture, and launch dates. Strategic direction will be conveyed to NASA through
formal Guidance Letters. NOAA will lead JPSS interactions and negotiations with the
Department of Defense (DoD) as it develops its Defense Weather Satellite System
(DWSS) program in the early morning orbit. NOAA will lead the discussions with
international partners such as European Organisation for the Exploitation of
Meteorological Satellites (EUMETSAT), Japanese Aerospace Exploration Agency, the
Canadian Space Agency, and the French Space Agency, CNES, on JPSS related
activities.

NOAA/NASA began transitioning to the JPSS program when the Administration
announced its decision to restructure the NPOESS Program in February 2010. NOAA
continues to finalize transition of the JPSS program and work with DoD to transition
contracts from the NPOESS prime contractor to NOAA/NASA management control.
Emphasis was placed on the need to implement the necessary government program
management oversight that had been lacking in the NPOESS.

The Department of Commerce and NOAA HQ are working closely with NASA HQ to
provide the kind of programmatic and decision-making support to the JPSS program that
was missing under the tri-agency NPOESS program. The JPSS acquisition is being
integrated into the NASA program management and engineering processes. The monthly
NOAA-led Program Management Counci! is providing programmatic oversight.

A NOAA and NASA program management team is in place and operating. Given the
current fiscal climate, the most critical NOAA and NASA positions are currently staffed,
but the program has not progressed to the staffing levels required. NOAA and NASA
JPSS staff are co-located in the same office complex which adjoins the NASA Goddard
Space Flight Center. Staff transitions from the NPOESS Integrated Program Office
(IPO) to JPSS or other NOAA programs have been completed.

QUESTION: In light of the increasing cost of satellites, have you considered
opportunities to use “hosted payload” space on existing commercial satellites?
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ANSWER: The use of hosted payloads is one of the options being evaluated by NOAA
to meet our cost, schedule and performance requirements.

NOAA and NASA are currently evaluating the feasibility of hosting some of the
instruments that are part of the JPSS program on commercial spacecraft, specifically, the
Total Solar Spectral Irradiance Sensor (TSIS), the Search and Rescue Satellite-aided
(SARSAT), and the Advanced Data Collection System (A-DCS) instruments.

Even if NOAA identified opportunities for commercial hosting, in addition to developing
the instruments, NOAA would still need to provide funds to these commercial entities to

host and integrate these instruments onto commercial platforms.

Weather Service Forecast Improvements for the Aviation Industry

QUESTION: The NOAA budget also includes an increase of $27 million to fund
Next Generation Air Transportation development activities. Total funding for this
activity is $33 million, and represents the third year of development, and will
support initial deployment of 4D weather data for aviation users, improving access
and availability of observed and forecast weather information. This infrastructure
will improve dissemination of weather information to National Airspace System
users.

Would you please tell the Committee what improvements you expect as a result of
this investment?

ANSWER: This investment represents NOAA’s commitment to the multi-agency Next
Generation Air Transportation System (NextGen) initiative, and will result in the
development and deployment of the NextGen 4-Dimensional (4-D) Weather Data Cube
described in the NextGen Integrated Work Plan. This “Cube” is characterized by:

a) Improvements to IT infrastructure comparable to those already employed by other
governmental agencies and by industry to provide greater and easier access to
NOAA weather information for aviation decision-makers. Greater access to
aviation-relevant weather information will facilitate better integration of this
information into aviation users’ decision-making processes.

b) More consistent aviation weather information, providing a common operational
weather picture needed for consistent decision making across the National
Alrspace System.

¢) Improvements to accuracy of weather information. The research and
development (R&D) needed to meet NextGen’s stringent weather forecast
accuracy requirements will be an extended, multi-year effort. This long lead-time
R&D will underpin more accurate aviation weather information including
improved prediction of local weather (such as thunderstorms), improved forecast
confidence (reduction of uncertainty), and reduction of false alarm rate. This
improved guidance forms the foundation to which forecasters add their expertise
to develop the official forecast supporting NextGen goals.
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d) Improvements to aviation forecast generation techniques. NWS meteorologists
require advanced tools and techniques to enable faster, more accurate generation
of aviation weather information.

While this investment is intended to benefit the aviation community, improvements
to IT infrastructure, improved forecast accuracy, and more advanced forecast
processes will have wider reaching benefits to governmental and private sectors that
use environmental information. These results will be leveraged by other NWS
service areas, such as support to Emergency Managers, and improved forecasts for
severe weather notification or flood warnings to the public. NOAA, other
governmental agencies, private industry, and the public will have more effective and
efficient access to accurate, consistent, and timely weather information to drive their
decision-making systems and processes.

Catch Shares

QUESTION: NOAA is requesting an increase of $37 million to continue
implementation of its Catch Shares Program, for a total program of $54 million.
NOAA defines “catch shares” as a program that allocates a portion of the total
allowable fishery catch to individuals, cooperatives, communities, or other entities.
Each recipient of a catch share must stop fishing when its exclusive allocation is
reached. Catch share programs, in effect in U.S. federal fisheries since 1990, now
include some 15 different programs from Alaska to Florida managed by six
different Councils. NOAA does not require the use of catch shares in any particular
fishery or sector, but it is promoting and encouraging their use.

If catch share programs have been in use since 1990, why are they so controversial
now? Has NOAA changed the way they are implemented?

ANSWER: NOAA has not changed the way catch share programs are implemented.
However in November, 2010 NOAA released a national policy encouraging the
consideration and use of catch shares as a fishery management tool. Catch shares remain
a management tool for the Regional Fishery Management Councils (Council) to consider
and programs are designed at the Council level with technical expertise provided by
NOAA as requested by the Council. As with any management action adopted by the
Councils, a catch share program is subject to approval by the Department of Commerce
and must meet all legal requirements of the Magnuson-Stevens Act and other applicable
law. ‘

Management of fisheries, like any regulated industry, can be controversial. The two most
recent catch share programs were implemented in fisheries facing overfished populations
and required reductions in catch levels to rebuild stocks to healthy levels. The
controversy about reduced catch levels is often intermingled with discussions about catch
shares. In situations where catch limits are decreasing, catch shares are an extremely
dynamic and flexible tool, and, when properly designed, can ease the transition to
sustainable fisheries. We have seen Councils take a wide variety of catch share
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approaches to address the different biological, economic, and social objectives that they
are looking to achieve in sustainable fisheries. Matching the business goals and
incentives of fishermen, with the Council regulatory program, is one strength of a catch
share approach. .

QUESTION: Of the 15 catch share programs that NOAA currently has in
operation, what percentage include small, “mom and pop” operations which operatc
one boat as opposed to the large scale fish operations?

ANSWER: Most fisheries are comprised of a mix of vessel size and ownership
components. Ten of the fifteen catch share programs (66 percent) include operations
which operate single vessels. Catch share programs, which are developed by the
Regional Fishery Management Councils, can be, and have been, designed to address
issues of concern to smaller owner-operated vessels, for example by setting consolidation
and ownership limits, establishing set-asides of quotas for particular fleets or ports, and
providing assistance in the form of permit banks and loan programs to assist small
entities and new entrants consistent with the Council’s objectives. Under catch shares, a
vessel owner has more flexibility to operate in a way that maximizes their efficiency and
profit. These potential economic benefits of catch share programs can be particularly
valuable to smaller operations. In the past, those small boats still had to compete with
larger operations, but under a catch share program, how and when they fish is largely
within their individual control.

Additionally, catch share programs can be designed to minimize impacts on fishing
communities that include smaller fishing operations and promote community
sustainability. The Councils have the tools to develop programs that help communities
by taking advantage of Magnuson-Stevens Act provisions under Section 303A to
designate Fishing Communities (FCs) and Regional Fishery Associations (RFAs). These
types of entities can be flexibly developed (e.g., a specific port, group of ports or
communities, a group of fishermen using the same gear type or other grouping), while at
the same time providing a structure and framework for anchoring quota with a particular
community. NOAA can provide support and technical advice on developing FCs and
RFAs, and encourage partnerships for community capacity building, which can be a tool
for “mom and pop” operations to successfully and sustainably build and maintain their
business.

QUESTION: Some concerns have arisen with respect to the creation of fishing
monopolies, whereby the catch shares program is biased towards larger, better
financed vessels that have the latest fishing gear. A quote from the Environmental
Defense Fund’s report on catch shares, and the Environmental Defense Fund is a
strong proponent of catch shares, seems to support this concern, stating that as a
result of catch shares programs, “the total number of available crew positions
decreased by half and the viability of some small-scale operators and ports may
indeed be reduced.”

Please comment on this concern that catch shares will foster consolidation in
commercial fishing and drive out smaller operators?
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ANSWER: Historically, catch share programs have been implemented in fisheries
where overcapitalization (too many vessels catch too few fish) was a management
concern and the program included design elements to specifically address overcapacity in
the fishery.

The Mid-Atlantic Fishery Management Council adopted the first U.S. catch share
program, in the Surf Clam and Ocean Quahog fishery, to address overcapacity, among
other issues. Permits jumped from 40 to 168 before the program started and in order to
keep overall harvest levels under control fishing had to be limited to six hours per vessel
every two weeks. Since the initial years of the catch share program, market transfers
resulted in permit consolidation so the number of permits is holding steady at 40, a more
sustainable historical level of effort in the fishery. This consolidation improved safety,
older unsafe vessels left the fishery and fishermen could fish when the weather allowed,
and the market stabilized in terms of price per bushel.

Councils have great latitude to design catch share programs to achieve a wide variety of
management objectives, including addressing consolidation and ownership requirements,
such that smaller operations remain competitive. Examples include the use of
accumulation limits or excessive share caps, requirements for product to be landed in
specific ports or by specific sizes of vessels, and setting aside a percentage of the
allowable harvest to address community impacts.

Larger operations may have better access to capital which can give them an opportunity
to purchase more (or additional) quota or upgrade vessels more easily than a small
operator; however, that is true regardless of whether the fishery management regime is a
catch share program or another management program. The MSA allows Councils to
specify NOAA Fisheries Finance Program loans to assist small operators and first time
buyers of catch share privileges.

We heard concerns with respect to consolidation during the development of the NOAA
Catch Share Policy and in response, key design elements connected to consolidation such
as allocations, transferability, and fishing community sustainability, are among the
guiding principles in the policy. In some instances, the Councils goal may be to reduce
overcapacity, and that goal should not be precluded; however, we will work diligently
with the Councils to ensure that the possible impacts of consolidation, such as lost crew
positions, are considered and mitigated during the development of any catch share
program.

Catch Shares Program Squeezing Out Fisheries Research and Stock Assessments

QUESTION: As noted earlier with respect to the development of the Climate
Service, NOAA is reducing funds for fisheries cooperative research by 61% to
partially fund activities related to catch share programs.

What sorts of research will not be funded now because of this reduction of fisheries
research — from nearly $18 million to only $7 million?
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ANSWER: The agency recognizes the value of cooperative research in supplementing
its existing mandated and core research programs and the current funding request would
allow NMFS to continue to fund a number of high priority projects. NMFS will continue
to leverage cooperative partnerships to maximize agency investments in science. With
demands for high-quality science and more focused management continuing to escalate,
the call for cooperative research projects to address regional concems is consistently
greater than available funding in all regions of the country, and must be balanced with
many other competing priorities.

QUESTION: It appears that NOAA is backing away from cooperative research
activities as seen in the reduced funding for cooperative research funding in a
number of areas. Why?

ANSWER: The agency recognizes the value of cooperative research in supplementing
its existing mandated and core research programs and the current funding request would
allow NMFS to continue to fund a number of high priority projects. NMFS will continue
to leverage cooperative partnerships to maximize agency investments in science. With
demands for high-quality science and more focused management continuing to escalate,
the call for cooperative research projects to address regional concerns is consistently
greater than available funding in all regions of the country, and must be balanced with
many other competing priorities.

Inadequate Fisheries Research

Concerns continue that NOAA relies on old or insufficient data when it makes
decisions about how many fish can be caught in a given fishery. NOAA is asking for
an increase of $16 million for a total program level of $67 million. This program
level is about $13 million higher than the funds to implement the catch shares
program. NOAA is proposing to spend nearly as much money trying to tell the
fishermen where and when they can fish as it is on the science needed to make those
decisions.

QUESTION: Wouldn’t it make sense for NOAA to spend more funds collecting
information on the fishery resources?

ANSWER: NOAA appreciates the support of Congress and the agency is not opting for
catch shares at the expense of other fisheries research and management programs. NMFS
is requesting $67.1 million in the FY 2012 President’s Request to expand annual stock
assessments, an increase of $15 million. These funds will improve assessments for high
priority stocks; update assessments for stocks more frequently; and, conduct fishery-
independent surveys to enable assessment of more stocks, including data poor stocks, 3-5
years from now. In addition to stock assessments the NMFS budget includes funds for
survey and monitoring. Since reauthorization of the Magnuson-Stevens Act, NMFS has
requested over $360 million for these activities between FY 2008 and FY 2012,
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To further demonstrate that fisheries research has been a clear priority for NOAA, we
have invested significantly in our fleet of fisheries survey vessels to collect the
foundational data required for informed decision making, In 2007, Henry B. Bigelow was
commissioned and started fisheries research in the northeast in FY 2008. Since then
NOAA has received delivery of Pisces and Bell M. Shimada to support fisheries science
efforts in the Gulf of Mexico and California Current respectively. The FY 2012 budget
includes requested funds for fisheries survey vessel 6 which will replace David Starr
Jordan to collect fisheries science data off the coast of California.

The National Catch Share Program (NCSP) also includes an important data collection
component. Funding will support improvements in fishery dependent data collection
systems, fishery data management, cooperative research related to catch share programs,
and observers and monitors which are crucial to determine catch levels and share
allocations. Without these data on at sea discards, bycatch, and on shore landings, catch
limits would likely be set more conservatively, reducing the potential economic benefits
of these programs. This increased monitoring leads to improved data collection, which
can better inform stock assessments and management decisions.

Funding for the NCSP will also support program management at the national and
regional levels, quality control on historic catch data to support individual or group
allocations, social and economic data collection and analysis, and adjudication of
administrative appeals by program participants

Catch share programs are a scicnce-supported management tool which assist in the rebuilding
of fish stocks, and are critical to improving the economic vitality of coastal communities and
ensuring long-term ecological sustainability.

QUESTION: Are there other lower priority NOAA programs that could be
reduced in order to fund additional fisheries research activities?

ANSWER: NOAA is proposing a variety of activities that support the Administration’s
economic and environmental priorities. This budget request is the result of a rigorous
review and prioritization of the agency’s programs and activities. L.ow priority programs
or activities have already been curtailed or eliminated, core functions and services are
sustained, and increases are requested for only the most critical programs, projects, or
activities necessary to meet the growing demand for NOAA’s services.

National Working Waterfronts: New NOAA Program for Economic Development

The National Ocean Service is also proposing a new $8 million program, “Working
Waterfronts,” to assist fishing dependant coastal communities. Funds would
support socio-economic studies; community-based planning and capacity building;
and economic development and transition projects. This sounds like an EDA
program in NOAA.
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QUESTION: Even though supporting materials say this program will be
implemented as a cross bureau effort, to include EDA, doesn’t this type of program
distract the National Ocean Service from its core mission of coastal science?

ANSWER: The Working Waterfronts program is related to the National Ocean Service’s
core mission. By building on long standing NOAA partnerships with state governments,
utilizing existing NOAA outreach networks to coastal communities (through Coastal
Zone Management Programs, Sea Grant), and capitalizing on NOAA’s expertise in
coastal policy, education, and science-based problem solving, the Working Waterfronts
program will allow the National Ocean Service to further achieve its vision of a nation
with safe, healthy, resilient and productive oceans and coasts.

Supporting the economic and environmental resiliency of coastal communities and
marine-dependent industries are the larger goals of the Working Waterfronts program.
This goal is specifically addressed in one of NOS’s key authorities: the Coastal Zone
Management Act (CZMA) (16 U.S.C. §§ 1451-1466). The CZMA provides the basis for
protecting, restoring, and responsibly developing our nation’s diverse coastal
communities and resources. By taking a comprehensive approach to coastal resource
management, the CZMA balances the often competing and occasionally conflicting
demands of coastal resource use, economic development, and conservation. The CZMA
specifically identifies economic development, addressing issues such as coastal-
dependent uses, redevelopment of deteriorating urban waterfronts and ports, public
access, fisheries development and aquaculture, and restoration of historic, cultural, and
esthetic coastal features, The Working Waterfronts program thus harmonizes with
existing NOS capacity and authority and is well-suited to be led by NOAA’s National
Ocean Service.

National Institute of Standards and Technology

National Institute of Standards and Technolegy

The FY 2012 discretionary budget for NIST is $1 billion, comprising some 11% of
Commerce’s discretionary budget. NIST is requesting about $145 million or 17% in
increases for a variety of existing programs as well as funds to establish a few new
programs to assist industry and science.

Proposal to Enhance Internet Security Causes Privacy Concerns

QUESTION: NIST is requesting increases of $43 million for a number of cyber
infrastructure initiatives, including the creation of a National Program Office for
the National Strategy for Trusted Identities in Cyberspace (or NSTIC). This effort
grew out of the Administration’s 2009 Cyberspace Policy Review.

Concerns have been raised that this initiative will eventually lead to a national ID
card.
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NIST’s role in the National Strategy for Trusted Identities program is in part to
improve the process of authenticating the individuals, organizations, and underlying
infrastructure — such as routers and servers — involved in sensitive online
transactions. NIST is requesting an increase of about $25 million to begin this
initiative.

A portion of the NIST funds will support three to five pilot programs between the
private sector and state and local governments that will last anywhere from 6 to 12
months. This initiative in part is supposed to enhance security for people when they
conduct business on-line. That is, when they buy a book from Amazon, check their
banking accounts, or pay bills, for example, they would only have one ID and
password.

Please explain how this one ID would work.

ANSWER: NSTIC does not envision — nor does it mandate — that consumers will have
only one ID. Rather, NSTIC is focused on the creation of a robust, private sector-led
Identity Ecosystem, where consumers could choose from dozens of providers of strong,
interoperable, privacy-enhancing credentials for online identification and authorization.
The strategy envisions that these providers would each be competing in the marketplace
for business, and that consumers could choose to use as many digital identities from as
many identity providers as he or she would like.

Of course, an individual would be free to choose to use only a single identity provider,
much as many people today choose to have a single credit card. But to be clear, NSTIC
would not require this, nor is NSTIC focused on trying to drive consumers to such an
outcome.

A core focus of NSTIC is to help the country address some of the key barriers — such as
cost, interoperability and privacy — that have prevented Americans from obtaining and
regularly using stronger authentication technologies. Passwords today are easily defeated
through a variety of attacks from cybercriminals and identity thieves, and do not provide
appropriate levels of security for many online transactions. Because of this, many
transactions that could be online — in health care, banking, government, and other sectors
— still require individuals to appear in person. NIST will work collaboratively with
industry to develop standards and best practices that will remove these barriers, enabling
American consumers, businesses, governments and other organizations to more easily
adopt stronger types of authentication that augment or replace passwords.

NSTIC proposes to rely on the private sector — not government — to develop a wide range
of identity solutions that Americans can use to better protect their privacy and security in
online commerce. Central to the NSTIC vision is a system that allows individuals to
have multiple digital identities and, when an individual so chooses, to engage in online
activity anonymously and pseudonymously.

QUESTION: What are the long-term goals of the NSTIC?
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ANSWER: The long term goals of NSTIC are to develop a vibrant Identity Ecosystem
where individuals, businesses, and other organizations enjoy greater trust, privacy and
security as they conduct sensitive transactions online — and that can serve as a platform
for innovation in the United States.

The NSTIC envisions that identity solutions will be:
e privacy-enhancing and voluntary
e secure and resilient
® interoperable, and
e cost-effective and easy to use.

QUESTION: What government agencies are involved in this effort?

ANSWER: The Department of Commerce is the lead agency involved with the
implementation of NSTIC. The Department of Commerce plans to establish a National
Program Office (NPO), led by the National Institute of Standards and Technology and the
National Telecommunications and Information Administration, to coordinate the federal
activities and private sector efforts needed to implement the NSTIC. The office would
become the focal point to bring the public and private sectors together to meet this
challenge. The President’s FY 2012 Budget request supports this plan to establish the
NPO.

The White House led an interagency process to develop the Strategy itself. The
Department of Commerce, Federal Trade Commission, Department of Homeland
Security, and General Services Administration were among the agencies who played a
major role in the development of the Strategy.

All agencies have a role in making the NSTIC successful. The NSTIC was developed to
align with other existing government efforts, including Homeland Security Presidential
Directive 12 and the Federal Identity, Credentialing, and Access Management program.
By implementing these efforts, all Federal agencies support the NSTIC and the use of
secure, efficient, easy-to-use, and interoperable identity solutions.

QUESTION: What outside organizations are involved?

ANSWER: No organizations are formally involved with NSTIC; however, many
provided input as the draft strategy was refined. Organizations representing 18 different
business and infrastructure sectors and 70 different nonprofit and federal advisory groups
were consulted in developing the Strategy.

Just as with the NSTIC’s development, the implementation of the NSTIC will require
broad collaboration and coordination with industry; State, local, tribal, territorial, and
international governments, communities of interest and advocacy groups. This
implementation will be private sector-led; the role of the government is to act as a partner
and supporter of the private sector, to lead by example as an early adopter, and to
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advocate for and protect individuals, including the enhancement of privacy and protection
of civil liberties.

QUESTION: Within NIST’s Scientific and Technical Research Services Account,
increases are requested for a variety of programs. One increase of nearly $23
million will enable NIST to continue efforts in the development of interoperability
stands and conformity assessment requirements in the Smart Grid, Electronic
Health Records, and Cloud computing arenas.

Would you please explain NIST’s role in these programs? Please start with the
Smart Grid program, which might encompass some of the 3,100 different electric
utilities in the U.S

ANSWER: The National Institute of Standards and Technology (NIST) supports one of
the key roles in the growth of the Smart Grid—bringing together manufacturers,
consumers, energy providers, and regulators to develop "Interoperable standards.” In
other words, NIST is responsible for making sure the many pieces of "the world's largest
and most complex machine" are able to work together. Congress assigned NIST this
responsibility in the Energy Independence and Security Act of 2007. The deployment of
the Smart Grid is supported by $4.5 billion dollars of Recovery Act grants administered
by the Department of Energy (DOE), which together with private matching funds,
represents an investment of $10 billion in the modernization of the electric grid. NIST's
work on interoperability standards helps ensure that these investments will not become
prematurely obsolete and will help deliver the Smart Grid's benefits to consumers in
cleaner, more reliable, and more cost-effective electric service.

As for Electronic Health Records, NIST has been collaborating with industry and others
to improve the healthcare information infrastructure since the 1990s. NIST IT researchers
have an internationally respected reputation for their knowledge, experience, and
leadership. Since 2004, NIST has worked closely with the Department of Health and
Human Services' Office of the National Coordinator for Health IT (FHIHS/ONC).

The role of NIST is further articulated in the Federal Health IT strategic plan and the
Health Information Technology for Economic and Clinical Health (HITECH) Act to:
e Advance healthcare information enterprise integration through standards
and testing
Consult on updating the Federal Health IT Strategic Plan
Consult on voluntary certification programs
Consult on health IT implementation, and
* Provide pilot testing of standards and implementation specifications, as
requested.

NIST’s roles in health IT will help improve the quality and availability of healthcare and
reduce healthcare costs by enabling the establishment of an emerging health IT network
that is correct, complete, secure, usable, and testable. Specifically, NIST’s roles are to:
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Enable the accelerated development and harmonization of standards for heaith
IT technologies

Create a health IT testing infrastructure

Perform foundational research to develop an objective, repeatable procedure
for measuring and evaluating the usability of health IT

Enable health care delivery beyond traditional physical locations, and

Perform cutting edge R&D on related emerging technologies.

Currently, NIST health IT research and development areas include:

Providing technical expertise to leverage industry-led, consensus-based
standards development and harmonization as well as developing a
conformance testing infrastructure to enable interoperability and adoption.
Advising the HHS Office of the National Coordinator for Health IT (ONC)
and the HHS Office for Civil Rights (OCR) on processes and technologies
to secure health information as well as leveraging current and emerging
security automation specifications and apply them within the context of
healthcare.

Through R&D on usability health IT standards and a testing infrastructure,
enable acceleration and adoption of health IT by improving effectiveness,
etficiency, and satisfaction of product use.

Advising ONC on all aspects of developing the proposed EHR certification
programs, and collaborating with ONC during the implementation and
operational phases of both the temporary and permanent EHR certification
programs

Research and development on emerging health technologies such as medical
device interoperability, defining improved methods for acquiring and
displaying images for telemedicine applications, identifying best practices and
support standards development for the long-term preservation and
management of electronic health records, as well as conducting research
related to ubiquitous delivery of physiological signals to/from the human body
via radio frequency- enabled wearable or implantable devices.

In the area of cloud computing, the most visible early NIST contribution was the cloud
computing definition, which has been widely adopted and helps to clarify a complex
emerging information technology paradigm. NIST serves as a technical advisor to the
Federal CIO Council, and has issued Special Publications which provide cloud
computing security guidance. More broadly, NIST has a technology leadership role in
accelerating U.S. government agency adoption by collaboratively developing a U.S.
Government Cloud Computing Technology Roadmap. This roadmap, which is targeted
for an initial draft release at the end of FY 2011, will identify high priority security,
interoperability, and portability requirements which must be met to support U.S.
government adoption of cloud, and the standards, guidance, and technology which are
needed to satisfy these requirements.
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QUESTION: For the Electronic Health Records program, NIST is involved in
ensuring that the infrastructure standards are available. What is your assessment
of the status of Electronic Health Records program?

ANSWER: NIST collaborates with other government agencies and with private sector
partners {many of whom are called out in the ANSWER to question 4, below) to realize
the benefits of inleroperable electronic health records (EHRs).

For example, in an effort to enable the deployment and adoption of EHR systems, NIST
developed a set of approved procedures for testing EHR systems to the standards and
criteria defined by U.S. Department of Health and Human Services Office of the National
Coordinator (HHS/ONC). Under a certification program HHS/ONC, testing
organizations authorized by HHS/ONC use the NIST-developed tools to evaluate EHR
software and systems that vendors would like to sell to doctor's offices, hospitals and
other health care providers. These ONC-approved test procedures help ensure that
electronic health records function properly and work interchangeably across systems
developed by different vendors. The set of 45 approved test procedures evaluate
components of electronic health records such as their encryption, how they plot and
display growth charts, and how they control access so that only authorized users can
access their information. To date (April 6, 2011), there are 543 certified EHR products
available for health care providers (375 ambulatory products; 168 inpatient products).

In addition, to help developers of software and computer systems for doctors’ offices,
clinics, and hospitals improve the ease of use of electronic EHRs, NIST has published
two guides to support EHR system developers in demonstrating evidence of the use of
key elements of user-centered-design principles and to support standard approaches in
evaluating and comparing the usability of EHR systems. These publications are part of a
federal effort, led by HHS/ONC to help providers adopt and use EHRs that can bring
about broad quality improvements and cost savings in the health care system.

The HITECH Act outlines key activities to make EHRs a reality. Based on the
establishment and successful operations of these programs and quantifiable measures
such as health IT adoption, certified products on the marketplace, and physicians and
hospitals participating in the incentive program, the Electronic Health Records program is
on target.

QUESTION: When do you believe they will be in place? I believe the President
said in his State of the Union that he wanted them in place by 2014.

ANSWER: Electronic Health Records that satisfy Stage 1 Meaningful Use standards
and certification criteria are already in place in many physicians’ practices and many
hospitals. Recent surveys show that more than 80 percent of all hospitals and 40 percent
of all office-based physicians intend to achieve meaningful use and qualify for incentive
payments by using certified EHRs in a meaningful way. We anticipate that these
numbers will increase in time, especially as the private sector continues to embrace the
opportunity to innovate with less expensive and more user friendly EHRs. The next stage
of this program, Stage 2, which will stipulate additional and enhanced siandards and
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certification criteria, is scheduled to occur in 2013, leading to more robust interoperable
EHRs and greater adoption rates.

QUESTION: What private sector partners work with NIST on developing
standards for electronic health records? What is NIST’s role in ensuring the
security behind the use of these electronic health records?

ANSWER: Working in collaboration with relevant standards development
organizations, Federal agencies, professional societies, and industry, NIST provides
technical expertise to enable the acceleration of industry-led, consensus-based standards
development and harmonization to help ensure a complete, unambiguous set of health I'T
standards for clinical information exchange functions such as finding patients,
discovering patient information, retrieving patient information, sending patient
information, and allowing information to be sent, such as lab test results. NIST plays a
critical role by participating early in the development process and by helping ensure that
the requisite infrastructural standards (such as clinical information exchange, security,
and usability) are complete and unambiguous.

For example, NIST is collaborating with the private sector partners, including the health
IT industry, large and small practitioners, academia and other healthcare organizations in
the development of health IT standards and tests. NIST collaborates with these partners
in such fora as:

& Health Level Seven (HL7)

e [EEE

« International Organization for Standardization (ISO)

o Integrating the Healthcare Enterprise (IHE)

e National Council for Prescription Drug Programs (NCPDP)

» American Society for Testing and Materials (ASTM)

o Health Information Management System Society (HIMSS).

NIST helps address the broad challenges to safeguarding health information through the
practical application of security guidelines and technologies. NIST developed a
systematic approach that organizations can use to design the technical security
architecture necessary for the secure exchange of health information. This approach
applies common government and commercial practices to the health information
exchange domain. Utilizing this approach will assist organizations in ensuring protection
of health data is addressed throughout the system development life cycle. NIST is also
leveraging its Security Automation program to develop baseline security configuration
checklists and toolkits that will help Health Insurance Portability and Accountability Act
(HIPAA) Covered Entities, including small healthcare providers, and their business
associates to understand and to implement the requirements of the HIPAA Security Rule.
NIST also engages in broad outreach and awareness activities focusing on current and
emerging threats to health information, as well as technologies and methodologies that
can be used to help combat those threats, resulting in stronger protection of health
information. In May, NIST is co-hosting a conference to explore the current health
information technology security landscape and the HIPAA Security Rule. The conference
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on “Safeguarding Health Information: Building Assurance through HIPAA Security,”
hosted in conjunction with the HHS Office for Civil Rights (OCR) will provide a forum
to discuss the present state of health information security, and practical strategies, tips
and techniques for implementing the HIPAA Security Rule.

QUESTION: The President articulated in his State of the Union that he wanted
electronic health records by 2014. Will the industry meet this deadline?

ANSWER: Both industry and government providers of healthcare are poised to meet
the goal of interoperable EHRs by 2014, as discussed earlier. Two key components to
enabling interoperable EHRs are NIST’s collaborations with our government partners and
the private sector. The answer to the previous question discusses NIST’s roles in
standards development and harmonization. Current priority areas include security
standards, usability standards, and medical device and terminology standards. NIST also
advances other high priority and emerging health IT standards as appropriate.

NIST’s standards work is augmented by NIST testing activities, including developing test
tools and associated testing infrastructure, which reduce the cost to develop health IT
systems by providing developers with an innovative, flexible and virtual testbed to
confirm that their systems can exchange clinical information with other systems. In
addition, it is important that vendors test their implementation of standards-based health
systems; without testing it is impossible to know if a standard is implemented correctly.
Also, NIST test procedures are being used under the voluntary health IT certification
program to evaluate EHR software and systems so doctor’s offices, hospitals, and other
healthcare providers have confidence in the systems they purchase.

These NIST activities are providing the enabling technologies need by industry to meet
the deadline of 2014 for EHRs.

QUESTION: Please explain cloud computing, and what NIST is doing in this
arena? Will cloud computing eventually take away the need for government
agencies to spend funds on technology refreshment? How is NIST working to
ensure that government information will be secure if in the future more information
technology operations are outsourced?

ANSWER: Although the power of modern cloud computing systems is new, the ideas
behind cloud computing reach back decades. In the early 1960s, researchers proposed

the idea of computing as a utility, similar to other services such as gas or electricity.
Around the same time, techniques to make a single computer appear to be many separate
“virtual” computers were developed and implemented on mainframe computers. Some of
the building blocks for cloud computing were in place, but performance and costs were
barriers, and networking was inadequate. Therefore, cloud computing is a model of
computing that evolved from prerequisite technologies which have matured to the point
where this vision of Information Technology as a utility service is viable. An abridged
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version of the NIST definition', widely cited, is: “Cloud Computing is a mode! for
enabling ubiquitous, convenient, on-demand network access to a shared pool of
configurable computing resources (e.g. networks, servers, storage, applications, and
services) that can be rapidly provisioned and released by the user.”

This most visible early NIST contribution was the cloud computing definition, which has
been widely adopted and helps to clarify a complex emerging information technology
paradigm. NIST serves as a technical advisor to the Federal CIO Council, and has issued
Special Publications which provide cloud computing security guidance. More broadly,
NIST has a technology leadership role in accelerating U.S. government agency adoption
by collaboratively developing a U.S. Government Cloud Computing Technology
Roadmap. This roadmap, which is targeted for an initial draft release at the end of FY
2011, will identify high priority security, interoperability, and portability requirements
which must be met to support U.S. government adoption of cloud, and the standards,
guidance, and technology which are needed to satisfy these requirements.

Cloud computing will not, in the foreseeable future, directly eliminate all requirements
for technology refresh capital investment. However, cloud computing does have the
potential to greatly reduce the requirements, and the expectation is that the trend will
expand over time. First, cloud computing leverages excess capacity, so even in the case
where the government adopts a private (govermment owned and operated) or government
community cloud computing model, fewer infrastructure will be required. Second, cloud
computing services procured through a public cloud computing model eliminate the
requirements for government upfront capital investment in infrastructure. Less
government owned and operated infrastructure translates into lower technology refresh
requirements.

To help U.S. government agencies make risk based management decisions regarding
when and how to apply the cloud computing model, NIST is actively involved in
translating U.S. government agency mission requirements into technical security
requirements. NIST is also focusing on portability and interoperability, which are tightly
coupled with security. NIST is working with federal CIOs, state and local governments,
industry, industry consortia, and academia, including security experts, to assess the extent
to which existing security requirements, standards, and guidance support the cloud
computing model. NIST is working with these same stakeholders to prioritize and
develop guidance. In 2010 and 2011 NIST issued three Special Publications which apply
to cloud computing:

—  Final Guide to Security for Full Virtualization Technologies, January 2011
(Final)

~  Guidelines on Security and Privacy Issues in Public Cloud Computing,
January 2011 (Draft)

—  NIST Definition of Cloud Computing, January 2011 (Draft).

! Full definition available at: http://csrc.nist.gov/publications/drafts/800-145/Draft-SP-
800-1435 cloud-definition.pdf
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NIST is planning release of a fourth Special Publication within the next 2 months:
DRAFT NIST Cloud Computing Synopsis & Recommendations.

A complete review of the NIST Cloud Computing work can be found on the NIST cloud
web site (http://www.nist.gov/itl/cloud/index.cfm); particularly under the “Useful
Information for Cloud Adopters” link.

NIST Industrial Technology Services Account

NIST Advanced Manufacturing Technology Consortia

QUESTION: NIST is requesting an increase of $12 million to establish an
Advanced Manufacturing Technology Consortia (or AMTech) to establish industry-
led R&D grants and research projects. Funds will support long-term industrial
research needs, including the funding of facilities, equipment, and research at
universities and government labs.

Grants will be competitively awarded to consortia comprised of industry, Federal
and regional government entities, universities, and private sector partners.

The budget states that up to two grants will be awarded to establish new consortia
(5500,000 each) and another one to two grants will be awarded to established
consortia with clearly identified long-term industry research needs. These grants
will be 35 to $10 million each.

What types of groups will compete for these programs?

ANSWER: Any organization seeking to establish consortia with partners from industry,
academia, and regional and federal government to develop a shared vision of industry’s
research needs via a technology roadmap will be eligible for $500,000 planning grants.
This could include trade associations, states, universities, companies, not for profit
research arganizations, etc.

Industry led-consortia composed of industry, Federal, university, regional, and other
private sector partners with a defined road map would be eligible to apply for a larger
grant to fund the identified research needs

Criteria for award potentially include:
0 a demonstration of the of the innovative and high risk nature of the research to be

supported

{1 ademonstration of the potential high impact of the research results and likelihood
that these research results will transform industrial competitiveness

T ademonstration of the need for NIST support of the consortia research agenda

0 ademonstration that the consortium members span the innovation life cycle from
idea to discovery, invention, and ultimately commercialization
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a demonstration that the consortium has the leadership, capabilities, membership
and assets to meet the research needs and transition the scientific achievements to
commercial success, and
a demonstration of how the proposed consortia builds upon existing regional
assets and advantages.

]

QUESTION: What sort of industry research needs does NIST envision will be
supported with this funding?

ANSWER: Fundamental, yet targeted, R&D to answer long-term questions about new
technologies can be facilitated by AMTech. The AMTech program fills a critical gap by
providing resources to conduct directed basic research and measurement research that is
seen as too long term for large industry and is pre-competitive, meaning all industry
consortia members will benefit from the R&D outcomes. AMTech will leverage the
Federal investment with genuine industry needs, ultimately to the economic benefit of the
u.s.

QUESTION: How will Commerce be able to measure the success of this program?

ANSWER: Each of the large grants to research consortia will be continuously
monitored to track outputs and progress and to ensure that the R&D portfolio managed by
the consortia is tracking long term R&D needs. Some potential metrics of the program
could include:
 Direct funding of research activities and support for graduate and post-
doctoral researchers
e Production of new scientific knowledge and pre-competitive technology
¢ Attraction of industry and state funding for directed basic research
 Attraction of state and venture funds to support commercialization, and
» Creation of new companies and employment opportunities in high value-
added sectors.

QUESTION: What research has been funded in the past and what benefits have
been realized?

ANSWER: We have seen this model work successfully in the Nanoelectronics Research
Initiative, a consortium created by the Semiconductor Research Corporation following on
their realization that by cooperating around a common goal, university research
capabilities could be advanced to support the semiconductor industry. Current
achievements of this program include:
o NIST funding of research ($2.75M/year) has been leveraged by $5M/year
from industry partners and $15M/year from states to support projects at 30
universities to work in 4 regional centers.
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e The NIST/NRI partnership has attracted over $200M over five years in state
and private funding to support business development and commercialization.

e NIST/NRI interactions are currently supporting 128 graduate students and 24
post-docs through the four regional centers.

e The NIST/NRI partnership has produced 239 scientific publications, and 13
patents have been filed based on the work of sponsored by the NIST/ NRI.

"The Nanoelectronics Research Initiative (NRI) and the regional research centers
exemplify what can be done when indusiry, government and academia work together.
This investment is likely to pay substantial dividends in the future. Leading-edge
university research centers have proved to be powerful magnets for investment by
technology companies and will help build the high-tech ecosystem for high-value jobs
in the future.”

George Scalise, President of the Semiconductor Industry Association

NIST’s Technology Innovation Program

QUESTION: NIST is requesting a total program level of $75 million for the
Technology Innovation Program, including an increase of $5 million. The TIP
program was estahlished in the America COMPETES Act of 2007 to support high-
risk, high-reward research.

What research efforts that have been funded thus far under TIP and what results
have you seen so far?

ANSWER: TIP offers a unique opportunity for funding collaborative cutting edge
research. Since its inception in 2008, TIP has funded 38 projects in the following areas of
critical national need: civil infrastructure and advanced manufacturing.

These 38 projects represent $279.7 million in new high-risk, high-reward research being
conducted by scientists at small and medium-sized businesses as well as in academia,

e  $135.7 million from TIP

e $144.0 million from participating organizations contributing cost-share.

These cost-shared, collaborative efforts support small businesses. Of the projects funded
to date, 35 of 38 (92%) are either small-business, single-company projects or include a
small business as a member of the research joint venture.

These small-business single companies and joint venture members are often very small;
e 32 percent have fewer than 10 employees and
e 90 percent have less than 100 employees.

Additionally, 24 percent of these small businesses are start-up companies (less than five
years old).

By Critical National Need Topic:
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Civil Infrastructure (2008 and 2009 competitions): “Advanced Sensing Technologies
and Advanced Repair Materials for the Infrastructure: Water Systems, Dams, Levees,
Bridges, Roads, and Highways”.
e 17 projects awarded
s specifically supporting R&D to assist the nation in sensing, monitoring, and
repairing the nation’s aging infrastructure.

Advanced Manufacturing (2009 and 2010 competitions): “Manufacturing and
Biomanufacturing: Materials Advances and Critical Processes™.
e 2] projects awarded
s specifically to strengthen the nation’s global role in manufacturing by supporting
the development of manufacturing for new advanced materials and by seeking
solutions to critical bottlenecks in current manufacturing processes.

These areas represent important challenges to the nation and their solutions are an
important component in maintaining U.S. global competitiveness.

Rich Teaming

Rich teaming is a characteristic of TIP projects. TIP’s portfolio includes 16 research
joint ventures and the 22 single company proposals involve collaboration with
contractors who are testers and potential adopters of the technologies. Including
contractors, there are 132 organizations located in 30 different states participating in TIP
projects. Despite being a young program, results from the R&D is already being shared
and tested. Technologies in civil infrastructure have been tested in state highway
facilities and several of the projects have agreements with state DOTs (e.g., California,
Michigan, Massachusetts) to serve as test beds for these next generation of technologies.
The scientific findings from these projects are also being actively shared within the
scientific community, enabling these efforts to benefit R&D in areas beyond the
organizations partnering with TIP. In March of 2011, organizations working with TIP in
the 17 civil infrastructure projects presented 47 research papers at a smart structures
conference hosted by SPIE — the international society for optics and photonics. This
interaction across scientific disciplines allows TIP participants to share important R&D
findings that can subsequently be used by other researchers. These early research results
and strong partnering relationships suggest the research currently underway has laid the
foundation for transforming today’s research into tomorrow’s solutions.

QUESTION: Given the expected low funding levels for FY 2012, where does TIP
rank in relation to core NIST research and MEP?

ANSWER: Because of its ability to leverage significant non-federal investment for
high-risk, cutting edge technologies, Federal funding for TIP can go a long way.

TIP has completed 3 competitive funding opportunities addressing 2 areas of critical
national need: Civil Infrastructure and Manufacturing
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o TIP has initiated $279.7 million in high-risk, high-reward research to be
conducted over the next 3-5 years:
o $135.7 million from TIP
o $144.0 million from awardees cost-share
e Award Characteristics:
o 132 participating organizations that have committed their own funds and
resources
= 89 small/medium businesses
= 32 universities
s 11 other R&D organizations.

TIP only funds projects for which alternative funding is not available, and which are
within NIST’s areas of technical competence. TIP’s location at NIST represents a
symbiotic relationship; TIP has access to world-class scientists at NIST to assist with
technical reviews and development of competition topics and NIST labs are given an
early glimpse of cutting-edge research that may represent new measurement needs.

NIST’s Manufacturing Extension Partnership Program

QUESTION: NIST is requesting an increase of $18 million for the Manufacturing
Extension Partnership Program for a total program level of $143 million, a 14%
increase. This program funds technical and business assistance to small and
medium sized manufacturers through centers in all 50 states and Puerto Rico.

Will the emphasis of the MEP program change?

ANSWER: No. MEP’s focus will remain on supporting U.S. manufacturers by
providing the tools and services needed to increase profits, create and retain jobs, and
save time and money. The nationwide network will continue to build on existing services
ranging from innovation strategies to process improvements to green manufacturing to
develop the tools needed to solve manufacturers’ challenges and help identify
opportunities for growth.

QUESTION: Will the program expand to include new research areas?

ANSWER: Manufacturers are facing significant challenges to cut costs, improve
quality, meet environmental and international standards, and get to market faster with
new and improved products. As manufacturers struggle to keep pace with accelerating
changes, MEP is continuing to implement its Next Generation Strategy by developing
services and tools to support manufacturers in five critical areas: technology acceleration,
supplier development, sustainability, workforce, and continuous improvement.
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QUESTION: What will this additional funding provide? Additional funds to each
center or will NIST manage the increase centrally?

ANSWER: Building on competitions started in FY 2010, additional funding will be
competitively awarded to MEP Centers and other not-for-profit organizations to focus on
the development and expansion of next generation services to respond to manufacturers’
challenges and position them to respond to new business opportunities.

Baldrige Program

QUESTION: NIST is proposing to reduce funding for the Baldrige Program, from
nearly $10 million to $8 million, with a plan to transition the program out of Federal
funding. This program has been around for some 24 years and has assisted the
private sector in developing quality and performance strategies.

Is the Baldrige Program a core, scientific NIST activity?

ANSWER: While the Baldrige Program is not a scientific activity, its enabling
legislation, which called for the Program “to improve performance and competitiveness
of U.S. organizations in ways that enhance economic security and improve quality of
life,” supports NIST’s mission “(t)o promote U.S. innovation and industrial
competitiveness by advancing measurement science, standards, and technology in ways
that enhance economic security and improve our quality of life.” The FY 2012 budget
request will evaluate alternative sources of funding and alternative cost models consistent
with the administration's goal of transitioning the program out of federal funding.

QUESTION: What benefits has NIST or Commerce realized as a result of the
Baldrige Program?

ANSWER: NIST’s operating units have used the Baldrige Criteria to increase
efficiencies and effectiveness. For example, the Baldrige Program supports NIST’s
Manufacturing Extension Program (MEP) by providing the Criteria to evaluate its
Centers; providing training of MEP Center staff to serve on the Baldrige Board of
Examiners; and by connecting Baldrige-based state and local programs with MEP
Centers across the country. In addition, the Baldrige staff consults with other NIST staff
on the Baldrige process, offer annual training on our Criteria, can assist with
benchmarking and comparative data, and provide NIST leaders access to senior level
contacts. These contacts include our Board of Overseers, Examiners, Baldrige
Foundation, Baldrige Fellows (leading industry executives), and Baldrige Award
winners. Recently, these contacts have paved the way and offered leadership to NIST on
the use of social media. In many ways the Baldrige Program is the face of NIST to much
of the business community. The Baldrige website is second only to “standard time” as
the most visited pages on the NIST website.

The Department of Commerce hired a Director of Performance Excellence who is from a
Baldrige Award winning organization (The City of Coral Springs, Florida).
Subsequently, the Department created the DoC Performance Excellence Program based
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on the Baldrige Criteria for Performance Excellence: leadership, strategic planning,
customer focus, measurement, analysis, and knowledge management, workforce focus,
operations focus, and results. Baldrige staff serves as consultants to this program
providing training on performance improvement methodologies to staff from all
Commerce agencies and designing the project evaluation methodology used to recognize
role model improvements.

QUESTION: What benefits has the Baldrige Program provided for industry?

ANSWER: The Criteria are distributed at a rate of more than 2 million downloads per
year from the program’s website and provide organizations with a systematic, validated
management framework to successfully operate and improve performance. More than 35
states operate Baldrige-based programs to assist industry across the U.S. on a local level
with using the Baldrige Criteria and process to improve and innovate their operations.
These state programs could not exist without the Criteria, technical assistance, and
training tools they receive from Baldrige. Around 2,270 State Baldrige-based examiners
volunteered approximately $29.5 million in services to evaluate 1,350 organizations at
the state level in 2010.

Between 2005 and 2010, 482 U.S. organizations have applied for the Baldrige Award. In
2010 alone, 83 applicants represented 277,700 jobs, 1,500 work locations, over $38.5
billion in revenues/budget, and an estimated 80 million customer served. 578 Baldrige
examiners volunteered roughly $8.8 million in services in 2010. The Baldrige public-
private partnership enables this volunteer network.

Baldrige has further helped industry and other organizations. Some examples by award
category include:

Manufacturing, Service and Small Business

e MEDRAD, two-time Baldrige winner, grew revenues from about $120 million in
1997 to approximately $625 million in 2009. Gross margin increased more than 10%
in three years.

e Cargill Inc., the U.S."s largest privately held company, and a three-time Baldrige
winner, achieved 30% premium in earnings for its business units most fully engaged
with the Baldrige approach.

e The Ritz-Carlton Hotel Company, two-time Baldrige winner, increased revenues
more than 40% to $1.5 billion between their first and second Awards, and decreased
employee turnover, already around 30 percentage points lower than industry average,
from approximately 47% to 30%. Their leadership claims that “Unequivocally the
Baldrige Program is responsible for making the Ritz-Carlton the number one brand in
the world.”

e PRO-TEC Coating Company, a manufacturer of ultra-high-strength automotive
steel, came through the recession without any lay-offs and now plans a large-scale
capital investment to expand its production capacity by 50% and increase workforce
by 30% in the next 3 years.
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Education

o Iredell-Statesville Schools in North Carolina moved from 57" to 9" in overall
academic performance, cut achievement gaps for African-American students and
Students with Disabilities in half, and raised SAT scores by over 50 points, all while
remaining at 107" out of 110 districts in spending.

Nonprofit

» VA Cooperative Studies Program’s workforce engagement scores are in the top
quartile of all scientific and research organizations and it is a top 10 place in New
Mexico’s Best Places to Work.

Health Care (20 % of GDP)

» 5 Baldrige Health Care winners in the top 100 most wired hospitals in the U.S., with
winners like Advocate Good Samaritan Hospital (IL) were able to decrease
malpractice insurance premiums by over 50% while achieving top decile patient
satisfaction and risk-adjusted mortality performance.

o Creating 3,500 new jobs in Tupelo, Mississippi (10% of the entire population) with
the placement of a new, technologically advanced Toyota plant due in part to the
presence of a Baldrige Award winner to deliver employee health care— North
Mississippi Medical Center

These are examples of some of the benefits users of the Baldrige Criteria have achieved
as a result of this Presidential Award Program. In addition, two-thirds of our Federal
applicants come from state-based Baldrige programs—who rely on the Baldrige Program
as previously described above.

Bring Jobs Back to America Act, H.R. 516

QUESTION: Last summer, I introduced the Bring Jobs Back to America Act and
reintroduced it again this Congress. Among other things, my legislation would
create repatriation task forces in the department to support state and local
governments to compete for jobs from foreign countries. These task forces are
something that you could start -- right now -- under your current authority as
Secretary.

Will you look at this legislation and report back on what elements could be
implemented this year under your current statutory authority?

ANSWER: [ have read your “Bring Jobs Back to America Act” and I am pleased to
report that we are already working on elements of your legislation in response to the
COMPETES Reauthorization Act of 2010 (COMPETES). As required by the
COMPETES legislation, the Commerce Department, in conjunction with the National
Economic Council at the White House, is working on a report examining the economic
competitiveness and innovation capacity of the United States. That report will contain a
set of recommendations aimed at increasing the international competiveness of the
United States, and thus our ability to generate jobs. A subset of that report will provide
the information necessary for the development of the “comprehensive national
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manufacturing strategy” that your legislation calls for. Our report will be delivered to
Congress by January 4, 2012.

QUESTION: In March 2011, The Financial Times reported that China officially
has displaced the U.S. as the world’s leading manufacturer -- the first time a
country has topped America in 110 years. My legislation would also require an
update to the department’s 2004 national manufacturing strategy report. Has the
department revisited this report since 2004 and do you believe that the U.S. has a
coherent plan te grow our manufacturing base?

ANSWER: The Department of Commerce has not issued an update to the 2004 national
manufacturing strategy report, but the Administration has placed tremendous emphasis
on assisting the manufacturing sector for several reasons, including that manufacturing is
a key sector of the U.S. economy (11 percent of U.S. GDP in 2009); the U.S.
manufacturing sector provides high-quality jobs for millions of middle-class Americans;
and the sector generates substantial economic activity by providing the necessary catalyst
for innovation in the broader national economy (in 2008, manufacturing firms accounted
for two-thirds (67%) of all business R&D performed in the United States.)

The American manufacturing sector today faces a number of challenges. The sector has
experienced long-term employment declines due to both increases in productivity as well
as global competition.

President Obama and his entire administration are focused on spurring private sector job
creation in the near-term and putting in place the policies that will sustain economic
growth into the future. To that end, the Administration is working to ensure that the
United States is viewed as a premier location for businesses to locate—and that it has a
qualified, skilled, and productive workforce from which businesses can draw. This is
especially important in the case of manufacturing firms because they create more
ancillary economic activity than firms in other sectors, including generating 68 percent of
exports and 70 percent of private sector research and development (R&D).

The National Export Initiative is a priority for the administration and the Department
because it supports economic growth and recovery. Given the high percentage of U.S.
exports which are manufactured goods, increasing exports of U.S. made goods will
significantly benefit U.S. manufacturers and create more jobs here at home. Over the
past year, the manufacturing sector has been leading the economic recovery. The sector
has increased employment for the first time in over a decade, and manufactured goods
exports have increased by 16 percent over the last year. We are on track to achieve
President Obama’s goal of doubling exports by the end of 2014 and supporting millions
of American jobs.

President Obama is also promoting growth in the U.S. manufacturing sector through the
administration’s efforts to streamline government regulation, reform the corporate tax
system, and invest in innovation and science, technology, engineering, and math
education. The Obama Administration supports greater public and private sector
investment to promote job creation in the domestic manufacturing sector. The
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Administration’s FY 2012 budget request includes $148 billion for R&D which provides
the foundation for future innovation and economic growth. At the Commerce
Department, the National Institute of Standards and Technology (NIST) conducts cutting
edge research designed to promote innovation and technological advances in
manufacturing which enhances American competitiveness.

The Obama Administration has also called for making the R&E tax credit permanent
which will incentivize companies to make new investments which will enable
manufacturers based in the United States to achieve greater efficiency and meet the
demands of the global marketplace.

On January 18, 2011, President Obama signed Executive Order 13563 outlining his
regulatory strategy—one that supports robust economic growth and job creation, while
protecting the safety, health and rights of all Americans. This strategy builds on best
practices of the past, while adapting to challenges the country faces today and
establishing a smart path for the future. As part of the immediate implementation of this
strategy, the President also issued a memorandum to the heads of Executive Agencies and
Departments calling for more transparency and accountability in regulatory compliance,
as well as a memorandum emphasizing the need to reduce burdens on small businesses
wherever possible.

One specific initiative already underway is revising the regulations for the U.S. Foreign-
Trade Zones program to allow simpler, faster access for U.S. manufacturers. Qur
Foreign-Trade Zones program is an important tool that helps to encourage additional
manufacturing in the United States in place of offshore alternatives.

In addition, the Economic Development Administration’s (EDA’s) Growth Zones
initiative will play a critical role in supporting EDA’s efforts to foster regional innovation
clusters, promote the export potential of American regions, and encourage 21st Century
innovation infrastructure.

Another factor impeding our ability to attract and retain manufacturing investment is the
current structure of our corporate tax system. As it is currently written, the tax code
system causes costly distortions where some individual companies end up paying little, if
any, in taxes, while the rest pay more than their fair share. This is why in his State of the
Union address, the President called for reform to make the tax code fairer and simpler,
promote economic growth and support opportunity for middle class families.

Manufacturing and Services (MAS)

QUESTION: General Electric CEO Jeff Immelt, who was recently appointed by
the President to chair his jobs council, has publicly stated that for the U.S. to have a
sound economy, at least 20 percent of U.S. jobs should be from manufacturing. Yet
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we have less than half that number today. What level of manufacturing do you
believe is necessary for healthy and sound economy?

ANSWER: The United States is the world’s dominant manufacturing economy. One
reason the United States has a lower share of workers in manufacturing compared to
other nations is because U.S. manufacturing labor productivity has outpaced that of our
competitors. In February, U.S. manufacturing employment was 10.8% of total private
employment. Expanding employment in the manufacturing sector is a top priority of the
Administration, as evidenced by the National Export Initiative.

QUESTION: I understand that the Director of National Intelligence has
commissioned a classified study on the state of the U.S. manufacturing base. Are
you working with him on this effort? Will an unclassified version of the study be
made available?

ANSWER: The Department of Commerce is not participating with the Office of the
Director of National Intelligence (ODNI) on a study on the state of the U.S.
manufacturing base. To our knowledge, the ODNI does not conduct broad assessments
on the U.S. manufacturing base for intelligence purposes. From time to time, the ODNI
may perform limited assessments of specific industrial capabilities to support acquisition
activities. The best source for more information on this subject would be the ODNI.

Virginia Agriculture Issue

QUESTION: Mr. Secretary, the Chinese have indicated that one of their trade
priorities is U.S. market access for fresh apples. I am concerned that the
administration's decision to share a list of invasive pests and diseases associated
with Chinese apples telegraphs the desire to quickly move an agreement, even
though the Chinese have a terrible track record even when approved sanitary-
phytosanitary import protocols are in place. For example, during your time as
Governor, a researcher happened to discover a quarantined pest on Chinese Ya
Pears while shopping at his local Washington grocery store. Sound scientific
principles indicate that one should take a deliberate and cautious approach to
allowing fresh apples into our nation, and I strongly urge the administration to be
careful to make sure any fresh apple imports meet SPS standards. In December,
you co-chaired a meeting of The U.S.-China Joint Commission on Commerce and
Trade. I understand that one issue on the agenda was our desire to import beef into
China.

Was the Chinese request to import fresh apples into our nation discussed?

ANSWER: The Chinese have raised their request to import fresh apples into the United
States on numerous occasions, including recent JCCT meetings. As the U.S. Government
has explained to the Chinese, our market access decision will be based on scientific
evidence in accord with our international obligations. The U.S. regulatory process is both
science-based and transparent. This transparency ensures that all interested parties (both
domestic and foreign) are provided ample time to provide comments. The
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.Administration remains committed to protecting the health and value of American
agriculture.

For more information, I would suggest you follow up with the Department of Agriculture
or the Office of the U.S. Trade Representative

QUESTION: For the last three years China has banned poultry exports from
Virginia in response to a single, isolated case of subtype H5SN1 low pathogenic avian
influenza reported in a commercial Virginia turkey flock. This flock was
depopulated; the premises were cleaned and disinfected under federal and state
supervision; and the farm has long since been raising turkeys with no further
incidence of avian influenza. Clearly, there is no scientifically defensible reason for
continuation of the ban on Virginia poultry.

I am concerned that this restriction is contrary to a WTO Agreement, which
requires trade measures to be based on scientific principles, supported by a risk
assessment. Have you been in contact with Chinese about how they justify this
continued ban?

ANSWER: The United States has been raising this issue frequently with China, noting
that measures, including bans on U.S. poultry, be consistent with international standards.
The United States most recently raised this issue with China during the December 2010
U.S.-China Joint Commission on Commerce and Trade. As a resuit of U.S. Government
engagement, China recently lifted long-lingering low pathogenic avian influenza bans on
poultry from Idaho and Kentucky, although import suspensions remain on four other
states. The United States hopes to continue this progress by encouraging China to remove
other import suspensions and adopt a scientifically sound approach to future low
pathogenic avian influenza incidents.

For more information, [ would suggest you follow up with the Department of Agriculture
or the Office of the U.S. Trade Representative.
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Mr. WoLF. The hearing will begin. We welcome Secretary
Kappos. In fiscal year 2012 PTO estimates it will collect $2.7 bil-
lion in fees. Of this amount, $2.4 billion is from base fee collections
and another $263 million represents an estimated 15 percent sur-
charge on patents that PTO would like to collect to address the cur-
rent backlog. The spending estimate is about $819 million, or 43
percent, higher than the 2010 level. Your fee collections will in part
support 11,137 FTEs, including 1,500 new hires in fiscal year 2012
to address the backlog. PTO anticipates that it will need to hire
about 3,400 patent examiners between 2011 and fiscal year 2013
to address the backlog.

The PTO is clearly a driver for the economy but you certainly
have some challenges ahead. We understand that as of February
24, 2011 the backlog of applications that have not been touched is
718,000 applications. We have a number of questions but before
that I recognize the Ranking Member, Mr. Fattah.

OPENING STATEMENT BY MR. FATTAH

Mr. FATTAH. Thank you, Mr. Chairman. And let me thank you
for convening this very important hearing on a subject that is criti-
cally important to our economy and to the President’s call to focus
on innovation. Obviously it is intertwined in its connections to the
patent, and to having the Under Secretary here to testify. And I
am very pleased to see that there is a compromise in the works
around authorization, and moving forward, there probably are still
a few hiccups down this road, and maybe even some questions that
we will have about it. But it seems like it is essentially a growing
consensus that what you have argued for, as people are not coming
to grips with that. We need to move forward. And even in this time
of discussion around cuts, I think there is broad bipartisan agree-
ment that this is an area where we need to invest in terms of addi-
tional resources. And since it is a fee-generated operation, and
those who are paying the fee are even for doing more. So it is a
great day for us to come together and get into the details of this.
And I know the Chairman is very interested, and I am interested,
in your testimony. So I will yield back. And I thank the Chairman.

(183)
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Mr. WoLF. Thank you, Mr. Fattah. Secretary Kappos, you can
proceed as you see appropriate.

OPENING STATEMENT BY UNDERSECRETARY KAPPOS

Mr. Kappos. Well thank you, Chairman Wolf, Ranking Member
Fattah, and members of the subcommittee. Thank you for this op-
portunity to discuss the USPTO’s operations and our programs and
initiatives, and the President’s 2012 budget request to support
those efforts.

Innovation continues to be a principal driver of economic growth
and job creation in the United States. We at the USPTO are proud
of the role that we play in serving America’s innovators and grant-
ing the patents and registering the trademarks they need to secure
investment capital, and to build companies, and to bring new prod-
ucts and services into the marketplace. The work that we do at
USPTO directly contributes to strengthening our economy and cre-
ating jobs, and it helps us move forward toward the President’s
goal of winning the future by out-innovating our economic competi-
tors.

To effectively carry out our mission, the USPTO must be well-
run and appropriately funded. Consistent with the directive from
Secretary of Commerce Locke, our overriding goal is to focus our
resources more effectively on improving overall operations and re-
ducing the time it takes to get a patent.

Now I am pleased to report that during last year the USPTO has
increased patent production, reformed key processes, and improved
quality. During this time we also developed and issued a metrics
based strategic plan to strengthen the capacity of the USPTO to
ensure that our resources are appropriately focused on our stra-
tegic goals. And these accomplishments have helped us to begin to
reduce the significant backlog of pending patent applications.

Mr. Chairman, the President’s fiscal year 2012 budget provides
the USPTO with the funds we need to reduce the patent applica-
tion backlog and pendency levels, improve patent quality, and
make necessary investments in our information technology infra-
structure. The budget requests authority to access the $2.7 billion
in user fee collections currently projected for fiscal year 2012 to
execute our multiyear operating requirements. This results in an
appropriation of zero dollars budget authority. As a fully user fee
funded agency, the USPTO’s requirements are addressed at no cost
to the taxpayer.

Our performance commitments for fiscal year 2012 assume en-
actment in March of the fiscal year 2011 President’s budget for the
USPTO, including the interim fee increase on patent fees. Avail-
ability of these budget resources will promote America’s economic
growth and competitiveness by enabling investments that are es-
sential for reducing the current patent application backlog and
pendency levels, maintaining trademark pendency at current lev-
els, and moving to 21st century information technology systems,
and helping improve IP protection and enforcement around the
world.

These goals briefly are supported by hiring 1,500 patent exam-
iners, establishing a nationwide workforce focused on hiring from
around the country, telework, and hiring patent examiners with
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previous IP experience, enabling patent applicants to fast track
their most important applications, facilitating work sharing ar-
rangements with foreign IP offices, updating patent and trademark
IT systems, and enhancing our international programs.

Fee collections are running very strong at USPTO as a result of
an improving economic outlook, stronger patent renewal rates, and
our increased production. We are getting more done and collecting
more fees in doing so. As you know, to enable these efforts the
President’s fiscal year 2011 budget proposes that the USPTO be
permitted to spend all of the fees it collects and proposes a 15 per-
cent surcharge on patent fees. Despite our strong fee collections,
the USPTO has been forced to implement spending reductions as
a result of the terms of the current continuing resolution, and these
include delaying critical IT projects, slowing down hiring, and re-
stricting examiner overtime. Should the continuing resolution be
extended beyond March 4 and March 18, and hold the USPTO to
its fiscal year 2010 spending authority level, we will be forced to
halt all hiring, overtime, and IT improvements. This would unfor-
tunately reverse many of the gains we have begun to make, and
such continued restriction in appropriations would also result in al-
most $200 million of user fee collections being unavailable to sup-
port USPTO operations this year.

Mr. Chairman, in conclusion, ensuring stable funding for the
USPTO will continue to be a critical component of our success in
serving America’s innovators. We wish to work with you to ensure
that the job creating, deficit neutral work conducted at USPTO for
the benefit of our Nation’s innovators is supported in whatever
final spending package is enacted for the remainder of fiscal year
2011 and, of course, into fiscal year 2012. Thank you very much
and I am happy to take questions.

[The information follows:]
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1. Introduction
Chairman Wolf, Ranking Member Fattah, and Members of the Subcommittee:

Thank you for this opportunity to discuss the United States Patent and Trademark Office's
(USPTO) operations, programs, and initiatives, and the President’s FY 2012 budget request to
support those efforts.

Innovation continues to be a principal driver of economic growth and job creation in the United
States, and intellectual property (IP) delivers that innovation to the marketplace. We at the
USPTO are proud of the role we play in serving America’s innovators, and granting the patents
and registering the trademarks they need to secure investment capital, build companies, and
bring new products and services to the marketplace. The work we do at the USPTO directly
contributes to strengthening our economy and creating jobs and helps move us toward the
President's goal of winning the future by out-innovating our competitors.

To effectively carry out our mission, the USPTO must be well-run and appropriately funded.
Consistent with the directive from Commerce Secretary Locke, our overriding goal is to focus
our resources more effectively on improving overall operations and reducing the time it takes to
geta patent. I am pleased to report that during the last year the USPTO has increased patent
production, reformed key processcs, and improved quality, During this time we also developed
and issued a metrics-based strategic plan to strengthen the capacity of the USPTO and ensure
that our resources are appropriately focused on our strategic goals. These accomplishments have
helped us begin to reduce the significant backlog of pending patent applications.
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IL. President's FY 2012 Budget

The President’s Budget provides the USPTO with the funds we need to reduce our patent
application backlog and pendency lcvels, improve patent quality, and make necessary
investments in our information technology (IT) infrastructure. These investments will support
actions we have already taken and have underway at the USPTO to create a more ctficient and
effective Office. We continue to work closely with the Department of Commerce in planning
and preparing our priorities and budget requirements to ensure our goals and initiatives are
aligned with and support the goals of the Department

The President’s Budget requests authority to access the $2.7 billion in user fee collections
currently projected for F'Y 2012 to execute our multi-year operating requirements. This results
in an appropriation of $0 budget authority. As a fully user-fee funded agency, the USPTO’s
requirements arc addressed at no cost to the taxpayer. Our performance commitments for FY
2012 assume enactment in March of the FY 2011 President’s Budget for the USPTQ, including
the interim increase in patent fees.

Availability of these budget resources will promote America’s economic growth and
competitiveness by cnabling investments that are essential for reducing current patent application
backlog and pendency levels; maintaining trademark pendency at current levels; moving to 21%
century information technology systems; and helping improve [P protection and enforcement
around the world. These goals will be supported by:

» Hiring 1,500 patent examiners for a net increase of 1,000;

» Establishing a nationwide workforce focused on hiring from around the country,
telework, and hiring patent examiners with previous [P experience;

o Enabling patent applicants to fast-track their most important applications through a
Three-Track Examination program;

e Facilitating work sharing arrangements with forcign IP offices;

¢ Continuing to develop and implement a new gencration of patent and trademark {T
systems; and

¢ Enhancing our international capacity-building, training, and advisory programs.
Under the FY 2012 budget, we anticipate receiving and processing 527,600 patent and 404,000
trademark applications and producing 573,700 patent units of production and 840,500 trademark

balanced disposals.

By the end of FY 2012, we expect to reduce patent f{irst action pendency to 22.3 months and the
backlog level to 549,600,

(]
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In executing the FY 2012 budget, we expect to reduce patent first action pendency by 60 percent
to 10.4 months in FY 2014 and reduce patent total pendency by 45 percent to 19.3 months in FY
2015, as compared to FY 2010 levels. Our backlog of unexamined patent applications would be
reduccd by 50 percent to 352,400 in FY 2014. This will represent an optimal level of inventory

for ongoing efficient operation of the USPTO.

With respect to our Trademarks Operation, we expect to maintain trademark first action
pendency on average between 2.5 to 3.5 months, with total pendency at 12.5 months.

III. Current Funding Overview

Mr. Chairman, ensuring stable funding for the USPTO wili continue to be a critical component
of our success. Fee collections are running very strong as a result of an improving economic
outlook, strong patent renewal rates, and our increased production. We are getting more done
and are collecting more fees in doing so. As you know, to enable these cfforts, the President’s
FY 2011 Budget proposes that the USPTO be permitted to spend all of the fees it collects and
proposes a 15 percent surcharge on patent fees. The USPTO’s budget is fully supported by the
fees it collects and uscs no taxpayer funds.

Despite our strong fee collections, the USPTO has been forced to implement spending reductions
as a result of the terms of the current Continuing Resolution. These include defaying critical IT
projccts, slowing down hiring, and restricting examiner overtime (examiner overtime is a highly
efficient way to increase agency production and fee collections -- far outstripping the
incremental cost of overtime pay).

Should the Continuing Resolution be cxtended beyond March 4, and hold the USPTO to its FY
2010 spending authority level, we will be forced to halt all hiring, overtime, and I'T
improvements. This unfortunately would reverse many of the gains we have begun to make.
Such continued restriction in appropriations would also result in almost $200 million of user fces
collections being unavailable to support USPTO operations. Ensuring stable funding for USPTO
will continue to be critical to our success in serving America’s innovators.

IV. Progress

Mr. Chairman, while we have faced, and continue to face, financial challenges, we have
implemented a broad array of changes during the last year, and have refocused our resources to
our most important work, including reducing the current patent backlog. 1 am pleased to report
that our dedicated employees have made progress in a number of important areas:

o Qur Patents Operation set all-time records in total Agency work output, including the
number of patents granted and applications rejected.

o Asofthcend of F'Y 2010, we reduced the backlog of utility patent applications to about
708,000 — the lowest level in several years.
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o We have seen a sustained and substantial decrease in actions per disposal - an indication
that patent application issues are being resolved more efticiently. Importantly, these
accomplishments have been made without any sacrifice in quality. In fact, our quality
metrics have actually risen — even while productivity has improved.

o We increased our total number of interviews hours — time spent working with patent
applieants to understand their inventions and resolve issues — a full 40 percent last year,
to 140,000 hours of interviews. This represents another all-time record for our agency.

o We have put a number of market driven pilots into action including: accelerated
examination of Green Tech applications, project exchange and a “Three Track™
examination process.

o Working with our patent examiner’s union POPA, the USPTO has installed a new
examination "Count" system which gives our examiners more time to examine patent
applications ~ increasing quality — while incenting earlier resolution of issues, resulting in
improved examination efficieney.

© We expanded telework opportunities for our employees and, at the end of last year,
almost 6,000 USPTO employees — 83% of those eligible — teleworked at least one day
per week. More than 2,700 teleworked 4-5 days per week. Recent legislation will enable
us to further expand and improve our telework programs.

o We have substantially expanded our work sharing arrangements with other major patent
offices worldwide to speed the processing of applications filed in multiple jurisdictions,
In fact, in FY 2010 we more than doubled the total usage of our benchmark Patent
Proseeution Highway as compared to all previous years combined.

V. Conclusion

While we are aggressively making changes at the Office, [ want to express the Administration’s
support for continuing congressional efforts to enact patent reform legislation. Enactment of a
number of the proposals considered in recent years will significantly improve our patent
processes, reduce litigation uncertainties and costs, and increasc the value of patent rights for
American innovators. We are particularly pleased that the latest version provides necessary
authority for the USPTO to adjust patent and trademark fees as nceded to reflect the costs of
providing services to applicants.

Mr. Chairman, we are ready to work with you to ensure that the jobs-creating, deficit-neutral
work conducted at USPTO for the benefit of our nation’s innovators is supported in FY 2012, as
well as the final spending package enacted for the remainder of FY 2011,

We appreciate your continued leadership and support of the USPTO and look forward to
working closely with you and the Members of the Subcommittee to meet the challenges before
us.

Ht#
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OPERATING RESERVE

Mr. WoOLF. Sure, thank you. We want to ask you a couple of
questions about your operating reserve. The supporting budget ma-
terials show the PTO’s operating reserve or carryover balances
going into fiscal year 2012 are about $213 million. PTO carryover
balances have increased significantly over the last several years,

rowing from about $72 million in 2008, $119 million in 2009, and

223 million in 2010. Most come from trademarks. Would that be
accurate so far?

Mr. KAPPOS. Yes, I believe it is.

Mr. WoLF. Okay. A portion of the current carryover balances are
a result of the fiscal year 2010 $129 million supplemental that PTO
received in 2010. We understand that you have hired 350 addi-
tional patent examiners with this additional funding. Your oper-
ating reserve is essentially a carryover, or funds that you do not
spend in one fiscal year which are carried over into the next year.
PTO estimates its fee collection to be $2.7 billion. Your budget re-
quest, however, is built toward a $2.6 billion funding level. Would
you please explain the differences between the $2.7 billion in fees
you anticipate collecting and the $2.6 billion that you anticipate
spending? Is the difference about $107 million to fund another op-
erating reserve? I am waiting, yes.

Mr. Kappos. Okay. Well thanks, Chairman Wolf, for that ques-
tion. The difference, about $107 million, would go into our oper-
ating reserve. It is absolutely required, it is imperative that we
carry that reserve going into 2013. And the reason is because our
hiring in 2012 is going to increase our examiner count so that we
will have to carry on our payroll throughout all of 2013. Those ad-
ditional examiners are going to take time to come up to full produc-
tion capacity. As a result, we are going to need that $107 million
carryover in order to fund their pay during 2013 while they are
coming up to production capacity. By the time we get into 2014 we
will no longer be hiring anymore, and those people will be up to
production capacity, so we will have the full benefit of their produc-
tion producing income. But in 2013, it is a very critical year for us.
We will be carrying our maximum head count in that year and
many of those people will not quite be up to production capacity
yet. So we do not anticipate that our fee income, unless we are able
to have that carryover, will be adequate in order to enable us to
carry through on all of our plans. So that is why we need that $107
million reserve carrying over.

Mr. WoLF. The PTO end-of-year operating reserve will be about
$342 million, will it not, when you add them both together? And
I do not quite understand the importance of not spending every last
penny at the end of the fiscal year and allowing a bit of a cushion,
but if PTO has such a backlog why do we have such a large carry-
over? Most Federal agencies do not have a carryover. Why do you
differ than the Department of Defense? Or the IRS? Or some agen-
cy like that?

Mr. Kappos. Well a couple of points. Number one, Chairman
Wolf, as you pointed out before, a tremendous amount of that car-
ryover is on the trademark side. And by statute we have what is
a statutory fence——
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Mr. WoLF. Would you rather not have the fence?

Mr. Kappos. No, I am comfortable with the fence.

Mr. WoLF. Why would you not spend the funds on overtime and
hiring to reduce the backlog now, and not have such a large carry-
over for the following year? So if you broke the fence down, took
the fence away, could you not do that?

Mr. Kappos. Well, I cannot do that. It would require a change
in the statute.

Mr. WoOLF. I understand that. But I said if that were done, if the
statute and the law were changed. The Park Service takes money
in from collections if somebody is going through a National Park.
They also take money from other venues. They kind of merge them
together, and the Director of the National Park Service can use it
for whatever. Would it be helpful if that fence did not exist? And
you could then deal with the backlog as soon as possible?

Mr. KappPoS. You know, I actually do not think that it would be
helpful. I think Congress did the right thing by erecting the fence
in the first place.

Mr. WoLF. Why?

Mr. KAPPOS. Because it enables us to operate the trademark side
of the office, which is extremely efficient, extremely well-managed,
and operating right in its appropriate pendency zones. It enables
us to preserve the operating efficiency of that part of the office and
never run into, what I consider to be not good management dis-
cipline, of breaking the working part of your business in order to
fix the part that is not working so well, which in our case is the
patent side.

Mr. WoOLF. But are you the only agency in the government that
that is the case, that has that? Are there other agencies

Mr. Kappos. Well, that I do not know. I only know that the
USPTO, so long as I can remember, has had this trademark fence.
I}Ind I think on policy, and business-wise, it really is the right
thing.

Mr. WOLF. I am not so sure. You are again requesting a 15 per-
cent surcharge on patent fees. You anticipate that this will provide
the PTO with an additional $263 million. What do you anticipate
that this additional revenue will enable the PTO to accomplish?

Mr. Kappos. Well the additional revenue is absolutely imperative
to reaching the President’s and the Secretary of Commerce’s man-
dated goals of bringing our backlog down to an appropriate inven-
tory level of about 350,000 cases in inventory, which requires cut-
ting in half from where it is now, and bringing our pendency level
down to the industry benchmark standard of about twenty months
from where it currently is, which is about thirty-four months or so.

Mr. WOLF. When is the last time it has been at twenty months?

Mr. KappPos. Actually, it was at twenty months, I want to say
about 1987, something like that. So it has been a while, but it has
been there before.

REVENUE PROJECTIONS

Mr. WoOLF. According to a December, 2010 Commerce IG report,
PTO does not have a documented process for projecting patent fee
collections. This same view, however, also found that between fiscal
year 2006 and fiscal year 2009 PTO overestimated certain fee col-
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lections by as much as 30 to 55 percent, while another fee collec-
tion was under PTO’s estimate by 35 to 42 percent. Were those fig-
ures accurate? And would you explain?

Mr. KApPpOS. So far as I know, what you have said is accurate.

Mr. WoLF. And? Why the incompetency in projecting patent fees,
what do you think the reason for that overestimate and underesti-
mate was?

Mr. Kappos. Well, projecting fees at an agency like the PTO is
like projecting the future. It is like trying to anticipate what the
stock market is going to do tomorrow. And, I am quite serious
about this, there is no business in the world, and I have worked
in business for twenty-six years, there is no business in the world
that can project the future. We are making estimates about what
is going to happen in technology investments as much as several
years down the road here. We are making estimates about what
patent filers in the U.S. and in other countries are going to be
doing. There is absolutely no way we can be 100 percent accurate
about those. We cannot anticipate financial downturns, like the one
that happened a few years ago. And when those occur they are a
surprise to everybody. They certainly were a surprise to me. I do
not know if anyone else in this room was able to predict those
downturns. They affect USPTO fee incomes. They are very dy-
namic. We do our best to anticipate. We actually are quite accurate
overall. I think in the last couple of years we have been accurate
to within about a percent, which is an amazing accuracy, actually.
But we are never going to be perfect.

PATENT INFORMATION

Mr. WoLF. Last summer you announced a new policy whereby
PTO would provide China with full access to our entire patent
database, including regular updates with new patents. Your own
white paper you said as follows: “Under the new arrangement, the
Chinese will have easier access to full text public documents, in-
cluding the bulk back file of U.S. full text data on tapes followed
by regular updates.” This decision will undoubtedly expedite Chi-
nese state sponsored cyber espionage. I mean, why would you give
the Chinese this?

Mr. Kappos. Well that last part is not a quote from me.

Mr. WoLF. No, that is my quote. Why would you give this to the
Chinese?

Mr. KApPPOs. China, like all other countries, already has access
to all of that same information.

Mr. WoOLF. But why should they have any of the access to it, pe-
riod? China is doing espionage against us, cyber attacks against us,
stealing from us. We have had IGs from different committees, Com-
merce, NASA telling us about the cyber attacks by the Chinese
government. Why would you cooperate in any way at all? I mean,
your comment was, “Under the new arrangement, the Chinese will
now have easier access to full text public documents, including the
bulk back file of U.S. full text data on tapes followed by regular
updates via file transfer protocol, all through the most comprehen-
sive search system.” Why would you do that?

Mr. Kappos. This is all public information.
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Mr. WoLF. But why should it be public information is the ques-
tion I am asking you? Why should we give that to the Chinese gov-
ernment? The manufacturing base of this nation is eroding. What
they are doing, and different small companies tell me, they are
going in and seeing what ideas are out there, and they are taking
them. Why would you make it easier for the People’s Liberation
Army to access that material whereby that industry or that idea
could be taken and used by the Chinese?

Mr. KAaPPOS. So patent files

Mr. WoLF. You know what I am talking about. I think you, were
you not in the meeting that we had before? We had some of your
people come up to meet with Pat Choate and some other people
with regard to the problem. Do you remember?

Mr. Kappos. I actually do not recall that.

Mr. WoLF. Did your people not tell you?

PTO Starr. We did, the Director was not in that meeting.

Mr. WoLF. Excuse me?

PTO STAFF. He was not in that meeting.

Mr. WoLF. Did you tell him about the meeting?

PTO STAFF. We did about the publication and your bill that you
introduced.

Mr. WOLF. And did that register with you?

Mr. KApPpoS. I am not sure what the question is. Did what reg-
ister?

Mr. WoLF. Did you give him the full update of what Pat Choate
said, the meetings, and the concerns? What were the Director’s
comments based on the meeting that you had telling him about the
meeting that we had?

PTO StarrF. I will let the Director——

Mr. WoLF. But he does not remember.

Mr. Kappos. I am happy to help if you could just explain the
question a little bit more fully?

Mr. WoLF. I think you ought to come by. One, I do not think you
ought to give the Chinese anything, period. And we are going to of-
ficially ask you not to give the Chinese anything. China is taking
jobs from the United States. The manufacturing base is eroding in
the United States. As the manufacturing moves offshore, the re-
search and development and innovation moves offshore. The Ad-
ministration has said they want jobs here in America, not jobs in
China. This material should not be given to the Chinese in any
form, in any way. Do you have a comment? Or is this

Mr. Kappos. Well, if you have a question, I would be happy to
answer it, but I did not hear a question.

Mr. WoOLF. You do not understand the concern that I have——

Mr. Karpos. Well look, it is——

Mr. WoLF. Look?

Mr. Kappos. We are required by law to

Mr. WoLF. You are not required by—what law requires you to
give this to the Chinese?

Mr. Kappos. 35 United States Code, Federal patent law man-
dates that patents get published when they are granted. It is part
of the original bargain in the Constitution based on the constitu-
tional exchange of a patent for a publication. We publish all of that
information. It is all made available on the internet. If we do not
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make it available on the internet, others will make it available on
the internet. There is a large industry that does that. That infor-
mation all becomes instantly available everywhere in the world.
And it is just a fact of, frankly a fact of life in the 21st century.
I do not see any way we can go back to not publishing patents and
not having them become instantly available, full text searchable, to
anyone in the world on the internet.

Mr. WoLFr. Okay. And, well, we will take a look at that. Mr.
Fattah.

PATENT APPLICATION FILINGS

Mr. FATTAH. Let me thank you. Let me go to the, what appears
to be the compromise about how to reform the patent operation.
And let me start from the generality and move to the specific. First
and foremost, can you tell us about the level of activity, we know
a little bit about the backlog, but the number of applications on
whatever basis, quarterly or annually? And whether it is on the up-
tick or the downtick? And who is applying for patents?

Mr. Kappos. Thanks for that question Ranking Member Fattah.
Indeed, patent filings are increasing. They increased by over 4 per-
cent last year. They are increasing so far this year by a rate of
about 7.5 percent. And to the question of USPTQO’s ability to make
predictions, we predicted patent application rates would be up
about 5 percent or so this year. They have exceeded our expecta-
tions. I do not know of any way we would have anticipated that
they were going to be up as much as they have been so far this
year. But it is causing fees to run quite strong because application
filings are up so much.

Mr. FATTAH. And who is applying? Who is making applications
for patents?

Mr. Kappos. Everybody is applying more. Americans are apply-
ing more for patents, and filers from outside of the U.S. are apply-
ing more also.

Mr. FATTAH. Can you quantify the percentages in those two
groups?

Mr. KAPPOS. You know, I do not have exact percentages. I would
be happy to go back and provide those. We have got all of those
statistics back at PTO.

Mr. FATTAH. Can you provide a general sense? I mean, are half
of the patent applications Americans and half from overseas?

Mr. Kappos. Oh, yes. A little more than half originate from over-
seas now. The last statistics I saw were somewhere around 51 per-
cent or so originating from overseas.

Mr. FATTAH. Is this not a rubicon that has never been crossed
before in the country’s history, in which now we have a majority
of the patents being applied for by people overseas?

Mr. Kappos. It is, yes.

Mr. FATTAH. So this is correlated to the President’s goal of trying
to put innovation at the forefront of our efforts to restore the Amer-
ican economy, and the fact that this whole effort of the Administra-
tion, the focus on education, and science, and the like, so that we
can return to a point at which perhaps the majority of patents
being sought in our country were from American citizens?
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Mr. Kappos. We would love to see that happen. And as you say,
Ranking Member Fattah, STEM education is a key enabler to in-
creasing Americans’ patent filings, and also the education that we
do at the USPTO is a key enabler.

HIRING

Mr. FATTAH. So that is the general context of which, now we get
to this question, one of the challenges in your shop is the backlog.
And you have got a program in which I think there is bipartisan
consensus that unlike the other discussion about cutting, that we
actually want to hire more people over, was it 1,500? 1,100 new,
right?

Mr. Kappos. Yeah, about 1,500 this year.

Mr. FATTAH. Total, but some of that is to replace people who are
retiring?

Mr. Kappos. Correct, attrition and retirements, yes.

Mr. FATTAH. About 1,100 are new?

Mr. Kappos. Correct.

Mr. FATTAH. Patent examiners, right?

Mr. Kappos. Correct.

Mr. FaTrTAaH. Now this will allow us to do what relative to the
backlog over what period of time?

Mr. Kappos. Well this will allow us to cut the backlog over a pe-
riod from now, 2011, through 2015, when we will reach our opti-
mum backlog level. So patent examining, at the end of the day, is
enabled by information technology systems. It is made more effi-
cient by good management, and we are working on all of that. But
at the end of the day, it is intellectual work. Watson cannot exam-
ine patent applications. It takes human beings to do that. And so
we are going to get to an optimal backlog and pendency level. It
is clearly going to require more examiners and that is why we are
hiring aggressively.

REDUCING FEES FOR MICRO ENTITIES

Mr. FATTAH. Well I think there is agreement that we should hire
more. And it is good to know that we can focus on what we need
to do. Now there is going to be, in the compromise, there is a dis-
cussion about reducing fees for small and newly defined micro-enti-
ties. Can you illuminate, provide any information about what that
might mean?

Mr. Kappos. Ranking Member Fattah, that goes back to your
question about enhancing the access to our agency for small and
micro-entities, independent inventors, and very small companies.
We already provide a 50 percent discount on many of our statutory
fees for small entities. If we get this legislation, we would very
much like to provide a 75 percent discount for individual filers who
meet certain income levels, and for very small companies having
very small numbers of people in them. This in turn will lead to
greater access to the USPTO, and we hope and believe, greater
numbers of filings by Americans in the infant stages of busi-
nesses—Americans who do not have any business but have a great
idea, and Americans with very small businesses.
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PATENT APPEALS TO USPTO

Mr. FATTAH. Now there is, in the adjudication process, the agree-
ment would replace the Board of Patent Appeals and Interferences
with the Patent Trial and Appeal Board. What, other than the se-
mantics, does that mean?

Mr. Kaprpos. We have a Board of Patent Appeals and Inter-
ferences. It actually would stay in place. Those people evaluate
about 20,000 appeals we have currently pending in our agency, ap-
peals from the patent process. In addition, if this legislation goes
through we would be creating this new board that you talk about.
In terms of management discipline, it will be managed under the
same roof, if you will, and under the same set of management dis-
ciplines as our current board. It will be more Administrative Law
Judges (ALdJs), of course, attorneys trained and skilled in the pat-
ent law. Their job will be to sit in panels of three and very expedi-
tiously decide these new post-grant reviews and inter partes re-
views that are called for by this legislation.

Mr. FATTAH. And now I think the real difference is that the ap-
peals will go directly to the U.S. Court of Appeals?

Mr. KAappos. Well that is a difference. But right now our post-
grant processes are managed in what is called our Central Reexam-
ination Unit (CRU) at the USPTO, which is comprised of exam-
iners and not ALJs. So it is a big difference to move much of that
work from the CRU, to this new board. We are going to need a lot
more ALJs as part of that board in order to handle that workload,
which will be moving from the CRU into the board. As you men-
tioned

Mr. FATTAH. Do the ALJs get any particular training?

Mr. KAPPOS. Yeah, well

Mr. FATTAH. Other than that they are lawyers?

Mr. Kappos. You could think of them as judges. Administrative
Law Judges——

Mr. FATTAH. But other than being a member of the bar is there
some particular training?

Mr. KAPPOS. Yes. They are trained essentially as judges. So they
are not examining patent applications, they are adjudicating.

Mr. FartaH. Right. So when Kodak says that BlackBerry or
someone did, you know, misuse matters that they had on the pat-
ent to create cameras on the BlackBerries, they come before them
and they have a big argument, trials and whatever? And they
make a decision, right?

Mr. KaPPos. Yes, exactly.

Mr. FAaTTAH. I got you. I was just trying to understand whether
they got any particular training relative to patent issues.

Mr. KAPPOS. Oh, of course.

Mr. FATTAH. And the answer is no, right?

Mr. Kappos. No, the answer is yes. Yes.

Mr. FaTtTaH. Okay.

Mr. Kappos. Oh yes.

Mr. FATTAH. All right. I got you. Well, it would seem to me that
we would all be concerned if now the majority of the patents being
requested in our country were no longer American citizens. Then
we have a lot of work to do, this subcommittee under our chairman
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is going to be doing a lot of that work in the area of STEM edu-
cation, and science. And so hopefully there will be future projec-
tions that are off base in terms of the percentage of applications
filed. And maybe many more of them will be American citizens.

You know, there is this overall issue of intellectual property in
terms of our international competitors. And it is not just China.
You know, others are involved in industrial espionage and other ac-
tivities. And these are very significant issues as we go forward,
particularly in terms of rebuilding our manufacturing base. I know
it is above your pay grade actually about what our relationships
are and how we conduct international affairs. But hopefully you
can appreciate the Chairman’s passion on the matter. And I think
it is logical for us as a country to think about, think anew about
how we interact with those we are competing with. So I thank the
Chairman.

Mr. WoLF. Mr. Schiff.

Mr. ScHIFF. Mr. Wolf, I think Mr. Honda was here first.

Mr. WoLF. Okay, Mr. Honda.

Mr. FATTAH. See how gracious my side is? You know, they want
to get the order right.

PATENT AND TRADEMARK OPERATIONS

Mr. HONDA. Thank you, Mr. Chairman. I appreciate it. And let
me add my words to Congressman Fattah in terms of the passion
of our leadership here. But let me start out with this question.
What is the prime, core mission in terms of the concept of having
a patent and patent offices?

Mr. KAPPOS. Do you mean multiple patent offices? Or the Patent
Office in general?

Mr. HONDA. What is the purpose of the patent?

Mr. Kappos. Well the purpose

Mr. HONDA. It was conceived, it was conceived to do what?

Mr. KapPpoS. The purpose of the patent system is to provide an
incentive to innovation. It is a jobs clause, if you will, in the Con-
stitution as originally written. It is about incentivizing Americans
to innovate.

Mr. HoNDA. And then once you file for a patent, and you receive
a patent, are there certain things that can be expected from hold-
ing a patent?

Mr. Kappos. Yes, absolutely. The constitutional quid pro quo to
get a patent is you have to disclose your invention and permit it
to be published for the whole world to see.

Mr. HONDA. And the inventor or the innovator, do they have pro-
tection on that?

Mr. KapPOs. Absolutely. You get twenty years of protection from
the date of filing.

Mr. HONDA. Against whom?

Mr. KAPPOS. Against the whole world as to activities that occur
in the U.S. So any other party making, using, selling, or offering
to sell anything that infringes your invention, you have the right
to prohibit them from doing that.

Mr. HONDA. And if you violate that provision, are there sanctions
to that?
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Mr. KAPPOS. Yes. A party who infringes a patent is liable to pay
damages to compensate the patentee and is also subject in most
cases to an injunction to prohibit further infringement.

Mr. HONDA. And trademarks, are they different in nature?

Mr. Kappos. Trademarks are very different in nature. Trade-
marks protect brands. So think Coca-Cola, think Microsoft, think
Kodak brands. And trademarks have no time duration on them, so
a trademark can persist forever. The Coca-Cola brand has been
around more than a hundred years, I think.

Mr. HONDA. And to process trademarks versus applications for
patents, are there distinctions in the timelines?

Mr. KaPPOS. Very different timelines.

Mr. HONDA. Which

Mr. Kappos. Trademark applications are very complex also, but
they are processed much more quickly. The trademark applicant
community wants a processing time of between two and three
months for trademark applications, and a total of thirteen months
processing time to final completion. We are right on those numbers
at the USPTO.

Mr. HONDA. And so the firewall that is created allows you to con-
tinue to do that work in spite of that fact that as far as budgetary
concerns may lag a little bit this, this gives you the cushion to not
fall behind and stay on top of the demand for attention in the
trademark area?

Mr. KApPpPOS. Right, that is exactly right. You know, I think Con-
gress appropriately wanted the USPTO to protect the trademark
part of the operation and to keep its funds separate and that is the
nature of the fence.

REDUCING THE PATENT BACKLOG

Mr. HONDA. Now on to your reform, in I guess Senate 23, there
is provisions for IT and other things like that. How will these
things help the backlog? And what is your anticipation of cutting
down the backlog time? I mean, can you give us a ballpark figure
of what it might look like?

Mr. Kappos. I can actually be quite precise about that. The back-
log is currently a little bit over 700,000 applications on the patent
side. The appropriate inventory level in the USPTO, in other words
think like a factory. You have to have parts on hand for people as-
sembling new things going through the factory. Similarly in the
patent process you want each examiner to have an inventory of
cases that they are working on. If you multiply out the appropriate
inventory levels for all of our many, many areas of technology what
you come to is about 350,000 total applications in inventory with
the number of examiners that we will have in 2014-2015.

So that is our optimal inventory. We are on a trajectory to actu-
ally get there. To get there in the timeline the President has asked
for, 2014-2015, requires us to hire a lot of people this year and
]rollext year especially. So that is why we are in this big hiring bub-

e.

Mr. HONDA. Right. So in the hiring of new folks, and the backlog,
the backlog has been created by what, what factor? Is it lack of
staff? Was it lack of technologies? Is it a change in technology that
is more complicated so you need more time to figure it out? You
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know, what are, what are some of the factors that are involved in
the backlog?

Mr. Kappos. That is a great question. Like with all complex
problems there were, in my estimation, a number of issues, some
on the management side, some on the technology side, that have
contributed to this backlog gradually building up over the last dec-
ade or so. And part of the problem was that we underestimated the
growth rate of filings, which meant we did not have enough exam-
iners in place to handle that accelerating growth rate. And to give
you an example, this year alone at a 7.5 percent growth rate, we
will have over 30,000 additional applications. We are going to get
over half a million, in fact 528,000 applications this year. That is
an enormous amount of work coming in.

Mr. HONDA. So that change, that steep increase, and the increase
in backlog, is that based upon the new technologies and the lack
of skills, technical skills, that the folks have to be able to process
it? They have to have knowledge of what they are looking at, is
that correct?

Mr. Kappos. Well yes, they do have to have a lot of knowledge
of what they are looking at. Patent examiners require a lot of train-
ing.

Mr. HoNDA. How will you address that? In what way will you ad-
dress that?

Mr. Kappos. Well, we are addressing that in a number of ways.
Number one, one of the changes that I have made at the agency
is to move as much as we can to hiring people who have intellec-
tual property experience when they start at the agency. We are hir-
ing lots of attorneys, patent attorneys, patent agents, and even pat-
ent engineers—within weeks are able to start actually examining
applications. They require nowhere near the amount of training
time that a fresh graduate out of college requires when that person
has no IP experience.

Mr. HONDA. It seems to me that the technical training in terms
of the law is one thing. The scientific understanding of what you
are looking at in order to provide the patent and being able to dis-
tinguish between different applications would be a critical piece
where you end up with lawsuits. And in San Jose when we had the
first lawsuit against Microsoft there were no judges that under-
stood technology. What is it, what is the, is there a ramp up time
for your staff to be able to come up to snuff? Or are you hiring to
that issue in terms of your staffing?

Mr. Kappos. We are not what I refer to as skating to where the
puck is going rather than skating to where the puck is. This is
basic business discipline. We are using projections of the number
of examiners we are going to need and factoring in the amount of
training time that is needed, and calibrating our hiring to that
number rather than to the number that we might have needed in
the past. That is why we are starting to get on top of the backlog,
even though the number of applications is increasing.

SATELLITE OFFICES

Mr. HoNDA. Well having satellites, you have one in Michigan?
Mr. Kappos. We have announced, we have not yet started it but
we have announced
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Mr. HONDA. What satellites are you looking at?

Mr. Kappos. Well we do not have any firm plans to have addi-
tional offices yet. But I will share that in my view we need more
than one satellite office. We should be experimenting a little bit,
this is a pilot program after all. I have in mind, and would like to
be able to subject to appropriations, have three satellite offices
using slightly different models at each office, in different parts of
the country, with different demographics involved and then test
our results in terms of efficiency, retention, quality of the work
that we are doing, ability to attract the workforce that we need,
satisfaction of the applicant community, all of those criteria, and
judge what is working well and then evolve our model.

Mr. HONDA. I would probably anticipate there will be a lot of ap-
plications coming out of the chairman’s district because of the ac-
tivities there, and my district, and possibly in Adam Schiff’s dis-
trict. But I guess I would like to know

Mr. ScHIFF. I should get priority.

Mr. HONDA. It is going alphabetically and by power. But I was
just wondering what your metrics would be in order to determine
where are you going to be placing this? You know, you call them
satellites, and satellites we use them to geoposition ourselves and
figure out where we are going to be. I was just curious, will it be
the number of patents? The complex, or the, what is the, the con-
venience of people being able to get to a satellite? Because I think
that unless technology takes over and collapses the distance, so I
would be interested in it. Because it does create activities in the
area, and——

Mr. Kappos. The factors that we have been looking at, and the
factors that we used in making the decision to put our first sat-
ellite office in Detroit, included indeed the number of patent appli-
cations originating from the area. Of course places like the valley,
you know, Northern California as well as Southern California, and
many other places score well against that metric. We also consid-
ered the number of skilled patent practitioners practicing in the
area. Because after all, they are not only our candidate workforce
since we are trying to hire experienced professionals into the agen-
cy, but they are also the practitioner group that is going to be
wanting to come in and interact at the agency. So we considered
those folks. We also considered the presence of universities in the
area that would supply graduates that would want to come and
work at the USPTO, plus would be available to help with training
and other interactions with the agency. We considered cost of liv-
ing, we considered housing prices, we considered access to major
transportation hubs because we have to fly people around occasion-

ally.

INDEPENDENT INVENTORS SUPPORT

Mr. HoNDA. My last question, Mr. Chairman. Given this is fee
based, how do you prevent criticism on the fee based process where
large companies who may have the wherewithal to apply for many
patents, do they get special consideration? Do they have ways to
get involved in the process of moving the patent through? Do they,
or are, is it a fair fee system where you can create a firewall be-
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tween those who are applying and the timelines and the attention
that they get? Is my question clear?

Mr. KAPPOS. It is a good question. We actually provide a tremen-
dous amount of assistance for independent inventors and small in-
ventors. We do not provide any breaks really at all for the large
entities. The large entities pay full fees and they are expected to
interact at a highly professional skilled level with the agency. Inde-
pendent inventors get a 50 percent discount and as was asked be-
fore, I think by Ranking Member Fattah, if we are able to we are
actually going to give independent inventors a 75 percent discount.
We also have extensive assistance programs for them. We have an
Independent Inventors Assistance Center. We train our examiners
to help what is called pro se, or independent inventors, to get
through the agency. We have a range of outreach and programs
that are designed to help small parties, independent inventors, I
will say people who are not familiar with the patent and trademark
system, to help them get into the system. We provide those services
to them for free. We do not provide any of those services to large
entities. They are expected to fend for themselves.

Mr. HONDA. Thank you. And Mr. Chairman, I appreciate your
patience on my series of questions.

Mr. WOLF. Sure. Mr. Austria.

Mr. AUSTRIA. Thank you, Mr. Chairman. And I apologize for
walking in late. Director, thank you for being here. If I could just
follow up with Mr. Honda on his question about the backlog, just
so I better understand, Mr. Director. What is the backlog now? Is
it, I thought I read somewhere where it was maybe twenty-two
months behind as far as the backlog on patent approvals?

Mr. Kappos. Well that is pretty close. We are currently running
with a backlog of a little over 700,000 applications. What that
translates into in terms of the time it takes us to process an appli-
cation is approximately twenty-four months. I think it is twenty-
three and change, but in that range, until we are able to first re-
spond substantively to a patent application. And then about an-
other year after that, I think thirty-four, thirty-five months we are
currently running, until we finally finish work and grant the pat-
ent.

INFORMATION TECHNOLOGY

Mr. AUSTRIA. And that is one of the concerns that I hear back
in Ohio, is the delay or the timeframe of this process. And we
talked a little bit about technology. Have you put a plan forward
where we can help speed up using resources and understanding the
budget that we are going through right now to be able to advance
this technology, to be able to speed up that process?

Mr. Kappos. Yes, absolutely. So technology, especially informa-
tion technology, is clearly a key driver to efficiency at the USPTO.
And I am on record as saying that our information technology sys-
tem at USPTO is moribund. I came from the information tech-
nology industry. I am an electrical engineer. I have twenty-six
years of experience in that industry and worked on some of the big-
gest projects every conducted. I know a broken IT system when I
see one, and the USPTO system has major problems.



202

We are on a multiyear program right now to completely reengi-
neer the USPTO’s IT infrastructure. It started with the most basic
building blocks. We literally did not even have the right power
coming into our buildings. We did not have the right bandwidth
across the fiber optical network that we use to run our what is
called VOIP, or voice over internet protocol. We have gotten all of
that basic work done so we have gotten the foundation laid. And
we are now beginning to deploy new single work stations to our ex-
aminers, universal laptops, which is another key building block to
basically enable people to be effective. We are building up the lay-
ers on top of that. It will take several years, but we are on the path
now.

Mr. AUSTRIA. And you feel comfortable, considering the budget
process that we are going through right now, that you will be able
to remain on target with that, and have the resources necessary to
complete that? I know that is hard to predict that in the future.
But based on your projections right now?

Mr. Kappos. Well that is a great question. So far we are doing
okay. So far we are on our plan. We have had to slow down some
of our information technology efforts. But I will tell you I feel pret-
ty good about where we are and we have been able to keep the
most critical ones going. If we get our 2011 funding here fairly
promptly, like in March, we will be able to keep going, running at
pace. We are being extremely careful about spending money. The
thing I am the most proud of is I stopped about $300 million in IT
spending that was being considered, that was in plan when I start-
ed at the agency. So we are being very careful about our spending.
But if we get our resources this year we will, no question, we will
be able to continue on our plan.

If we do not get our resources here in the month of March I am
going to have to stop all of my IT improvement programs because
I will just not be able to afford going forward with them any fur-
ther that will start to have an impact. Unfortunately the impact is
more than month by month because what I have found in working
for the government is that when you stop projects the restart time
is tremendously long. So, unfortunately, we are very much nearing
a critical point here, where we either need to get our money, the
fees that we are collecting, or I am going to have to stop the IT
efforts and we are going to suffer a pretty considerable setback.

INTELLECTUAL PROPERTY THEFT

Mr. AUSTRIA. I appreciate that. One other area, and I apologize
if this has already been asked, that is brought up to me a lot is
intellectual property, the theft of that. And I know you have
worked very hard to strengthen both domestic and international in-
tellectual property protection. But when we look at what is hap-
pening, both in the United States and internationally, as far as in-
tellectual property theft costs that continue to go up. U.S. busi-
nesses, the numbers I am looking at, $200 billion to $250 billion
annually. And we can go right on down the line, counterfeit mer-
chandise is responsible for the loss of more than 750,000 American
jobs. These are substantial losses to our economy. And I just would
like to get your comment, or how you are proceeding as Director
to try to deal with this issue? Because I know it is very important
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back in my state, and when I am talking to folks regarding this
issue.

Mr. Kappos. That is a great question. IP theft, counterfeiting, pi-
racy is a huge problem. It is a problem in the copyright area. It
is a problem in the branding area, trademarks. It is a problem in
the patent area. So the USPTO has an overseas attaché program
that has been very, very successful. We place employees in key em-
bassies. We have got a couple in China, and I would like to put an-
other one in China. We have got Southeast Asia covered. We have
got Brazil covered. We have got Russia covered, and some other
countries. What those people do is they work with U.S. businesses
in the region, coordinating with U.S. business here in the U.S., to
look for ways that we can strengthen the enforcement regimes
overseas. So that is something that we are investing in and I think
we need to invest more in that.

On the U.S. side, it is our agency that leads in developing poli-
cies on a global basis that help our trading partners, in fact in
many cases, that push our trading partners into adopting IP laws
and enforcing them in a way that helps to counter piracy and coun-
terfeiting.

Mr. AusTRIA. Well and I will just close by just saying that I
think it is very important that we be dealing with this issue and
taking on this war against intellectual property theft. Because the
substantial losses to our economy, I mean, it is a trickle down ef-
fect. It impacts, because of the loss of tax revenues, it is impacting
our schools, our hospitals, our local public departments, and other
public services. So I think it, you know, there is a trickle down ef-
fect here and it is important that we do get a handle on that and
we deal with that issue. And I appreciate your comment, and thank
you Mr. Chairman, I yield back.

Mr. WoLFr. Thank you. I am going to go to Mr. Schiff, but that
is what I was talking about and we will get back to it. Mr. Austria
is right. I think you have a Pollyanna viewpoint to think that your
person in Beijing has any impact on this Chinese government. If
you think so it is naive. It is absolutely, positively, categorically
naive.

They have the Nobel Peace Prize winner in jail today, in jail
today, and his wife cannot even get out of their apartment for
house arrest. Does that trouble you, that maybe your person in Bei-
jing may be having a difficult time? And we will get to it when I
come back to the questions, but how successful have you been with
regard to the Chinese government? And it is sort of a Pollyanna
thing here with regard to that. They are spying against us. There
are cyber attacks. My computer was stripped by the Chinese. How
many times has your computer been hacked. We are going to ask
you how many cyber attacks? But you just sort of speak in Polly-
anna terms. They are stealing us blind. They are stealing us blind.
’é‘hﬁ)}fare taking jobs from Ohio, from all over this country. Mr.

chiff.

USPTO RESOURCES

Mr. ScHIFF. Thank you, Mr. Chairman. Thank you, Director, for
being here. And I wanted to follow up with you on questions about
the patent backlog, which I have had a long interest in as you
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know. I think it really is key to our efforts to get our economy mov-
ing again and competitive that we reduce this backlog to an accept-
able level. I want to make sure, though, I understand the fee diver-
sion a little further, because this has been a particular point of in-
terest of mine. I know there has been an issue in the past in terms
of the appropriation process where if you come in and you estimate
that the fees you are going to generate are going to be less than
they turn out to be, the fees that come in above that amount, above
the amount that we appropriate, end up getting diverted to the
Treasury so the Patent Office loses the use of that money. On the
other hand, if you overstate how much you will need and you come
in under that, then not only do you not have the advantage of those
resources but the subcommittee then cannot allocate them for other
purposes. So I know that has been an issue. But I want to make
sure I understand one thing about it in terms of the account you
mentioned at the outset of the chairman’s questioning. And that is,
if you estimate fees at $1 billion, let us say. And the subcommittee
authorizes you to use $1 billion worth of revenues. And let us say
that your actual expenditures are $900 million, and the actual fees
coming in are $1.1 billion. Do I understand it correctly that the
amount between the amount you use and the amount that is au-
thorized, which would be $100 million, can go into a reserve for fu-
ture years, for the use of the Patent Office? But the $100 million
above that was generated by fees that was not within the author-
ized limit, that would go back to the Treasury? Is that right?

Mr. Kappos. Exactly right.

Mr. ScHIFF. Okay. There have been a couple of things we have
looked at over the years. One has been ending fee diversion, such
that you could use whatever revenues come into the Patent Office
until you get to a point where you have eliminated the backlog.
There has been another proposal where the Patent Office would
have the capability of setting its own fees. And then of course there
is the third proposal, which would be to have Congress approve a
15 percent increase in fees. I know that among the stakeholders
there has been concern with giving the Patent Office fee setting au-
thority, that, or even the 15 percent increase. They are willing to
pay more. They are willing for you even to have the authority to
set fees. But they do not want to do it if they are going to be sub-
sidizing somebody else. If you are going to raise fees and those fees
are going to go to some other purpose. And, you know, I wonder
in connection with the trademark question, which I think was a
good question by the chairman, is some of the reservation that you
have about using the trademark, the surplus in the trademark fees,
is that owing to a concern that the trademark community, those
that use your office for securing trademarks, are going to have the
same concern that the patent users have? That they are paying
fees for trademarks that are in excess of what you need and they
are not going to want to do that if they see those fees going on the
patent side. Is that part of the issue?

Mr. Kappos. That is exactly right.

Mr. ScHIFF. And how much are the users of both different users?
I mean by and large are the trademark users not also patent
users? Or is there heavy overlap between them?
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Mr. Kappos. There is some overlap, but you would find signifi-
cant distinctions. I will give you an example. Louis Vuitton, I do
not know if they have gotten any patent applications in the
USPTO. They probably have hundreds of trademarks. You know,
there are many, many other entities that have no patent filings
and lots of trademarks. And then on the other side if you look par-
ticularly at the independent inventor community and small busi-
nesses they would have no trademarks or maybe one trademark
and many, many patent applications. So clearly there is some over-
lap. But there is an enormous amount of distinct community be-
tween those two groups.

Mr. ScHIFF. And the trademark fee is when they are in excess
and you are able to carry them over. What has happened in the
subsequent year? Is it a situation where the committee will reduce
the appropriation the following year? Because you, let us say you
had a $100 million surplus in trademark fees and that gets held
over to the following year. And you normally get let us say $500
million for trademarks from the committee. Will they then give you
$400 million the next year because they see you have $100 million
more that you can use? What generally happens in those cir-
cumstances?

Mr. KAPPOS. You know, in my experience that has not happened.
What is going on on the trademark side is that the reserve is obvi-
ously money paid by trademark applicants that is being used as
part of our trademark next generation system, an IT project that
requires substantial investments that we are making right now, al-
though we are at the early stages of it, that is designed to very
substantially upgrade the capabilities of the trademark community
to manage trademark portfolios.

We believe cutting management costs for U.S. businesses and
significantly advantaging them over time, but it requires an invest-
ment on our part. That is what the trademark community wants
done with the funding that they have paid in and that is what we
are using it for.

Mr. ScHIFF. Getting back then on the patent side of things,
where was the backlog—how long have you been now director?

Mr. Kappos. Eighteen months.

Mr. ScHIFF. Eighteen months. And where was the backlog when
you began, where is the backlog now, and how does that compare
the trajectory you need to be on to eliminate all but the sort of ac-
ceptable norm by 2015?

Mr. Kappos. When I started, it was somewhere in the 765,000
range. It is now in the low 700s. We expect to go below 700 later
this month. We expect to be down to about 655,660 by the end of
this financial year.

We actually are on trajectory despite the fact that we have been
constrained in our spending this year and we were constrained
most of last year. We are on trajectory to get down to the appro-
priate levels of 10 months to first action and 20 months to final ac-
tion in 2014 and 2015. So if we get our funding, we will be able
to make those targets.

Mr. ScHIFF. Now, you have had an excess of applications in
terms of what your expectations were. How much are you able each
year thus far or every six months to not only keep up with the in-



206

coming but to reduce the backlog of those that are pending? Do you
need to reduce the backlog 100,000 a year to meet your target? And
it does not sound like you have been reducing it 100,000 a year.
I mean, if you are at 700,000 now and you want to get down to
what is it, 200,000?

Mr. Kappos. Three hundred and fifty.

Mr. ScHIFF. Three hundred and fifty. That means you need to re-
duce it by 350,000. 2015 is only 14 years away, so——

Mr. Kappos. Four.

Mr. ScHIFF. What’s that?

Mr. Kappos. Four years away.

Mr. ScHIFF. Four. What did I say?

Mr. Kappos. Fourteen.

Mr. ScHIFF. Fourteen. Oh, God. Okay. So what does that mean
in terms of how much you need to reduce it each year and are you
on that pace?

Mr. KAppoS. Yes. We really are. So the requirement that the
President and the Secretary of Commerce gave me was to get the
patent pendency level to the right amount by 2015.

To do that in that amount of time as a businessman——

Mr. ScHIFF. Right.

Mr. KAPPOS. I have to resource up in the early years to get those
folks trained, get our examiners trained and productive so that in
the out-years, which in this case is 2013 and 2014 and then finally
in 2015, those extremely productive examiners are taking the back-
log down rapidly.

So if you look at our projections, we have a model that projects
given the number of employees we have and their seasoning, the
GS levels they are at, the technologies that they examine, and how
that backlog is going to move, if you look at it, it is going to go this
year to, as I mentioned, about 655, 660,000 or so by the end of this
financial year. By the end of the next financial year, that would be
2012, end of financial year, it will be down about to 550,000.

You can see, Representative Schiff, the rate of decrease acceler-
ates over time, but it is not a surprise because more examiners are
coming online and they are more highly trained and they are more
seasoned.

So we get 60,000 off this year, 100,000 off next year, something
like 150,000 off the year after that, and that is why you see in our
plan that we stop hiring. After 2013, we stop hiring altogether. We
want to start attritting some examiners off so that we come in and
have a smooth landing at about 350,000.

Mr. ScHIFF. Isn’t the big variable in all this, though, that you
have, I mean, what, 100 percent more applications this year than
you thought? I mean, that is higher. But you had a substantially
greater number of applications this year than anticipated. Someone
has got to handle those.

You know, hopefully, the recovery will continue to gather mo-
mentum, which I assume will mean more applications. How can
your strategy take into consideration that growth if it was unan-
ticipated?

Mr. Kappos. Well, that is a great question. So we are experi-
encing about a 7.5 percent increase in filings this year which in-
deed has exceeded by about two and a half percent our projections.
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As the manager of the agency, that makes me nervous because it
puts all of my plans at risk.

Obviously we are going to have to recalibrate over time as we
learn things, and we will come back to this committee with re-
calibration. I think it is a good thing, in fact, and a great thing that
our patent application filing rates are going up. It shows that inno-
vation really is where the action is. So I am very comfortable with
filing rates going up.

But clearly we are in a dynamic environment. We cannot per-
fectly predict the future. As things change, we are going to keep
skating to where the puck is going. If we find out it is going to a
little different place, we are going to start skating there. So I will
readily agree with you that that is going to require recalibrating
over time.

Now, so far, it is looking like we are able to absorb the increases
because, of course, other factors are working out a little differently
too. We are hiring some of these experienced people. They are get-
ting online quicker.

We increased our efficiency by 20 percent last year. That is help-
ing us considerably. The new IT systems are helping us somewhat
or we think they will as they start coming into play.

Mr. ScHIFF. In the scale of things, what would be of most value
in terms of having the consistency of resources to stay on track
with decreasing the backlog? Would it be a flat 15 percent in-
crease? Would it be the capability of setting your own fees or would
it be a policy here in the Congress to ensure that there is no diver-
sion of fees because you could set fees all you want, but if we do
not appropriate the money generated by those fees, then you just
become a cash cow for someone else? What would be the most use-
ful ilrilt)terms of making sure that that downward trajectory stays on
track?

Mr. KAppoS. The answer is all of the above. We really do need
fee setting authority for the USPTO. We need to set and keep our
fees reasonably in line with what is going on and the cost to deliver
our services. Right now our fees are, I would have to describe them
as arbitrary and bizarre relative to the cost to perform our services.

So we need to set our fees in a rational way. We obviously need
to keep that money. I would be very uncomfortable changing
USPTO fees, increasing them in any way at all, if I was not able
to assure the people sitting behind me here that I am going to be
able to use that money to do what the American people are paying
into the patent system for. So the ability to retain fees, to spend
them on decreasing that backlog is extraordinarily important.

The 15 percent surcharge is simply a financial vehicle that gets
an infusion of money coming into the agency quickly so that we can
continue to embark on the programs that we are on, the IT im-
provements, the hiring programs, et cetera, during the period of
time until we are able to have a really thorough process with good
oversight from this committee and others and the IP community to
set fees at much more rational levels.

Mr. ScHIFF. Do you have the authority within the current fee
structure to set differing fees based on the complexity of the appli-
cation or based on the multiplicity of applications filed by a single
party? In other words, a massive user of the Patent Office that files
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a tremendous number of applications or tremendously complex ap-
plications, do you have the capacity now to discriminate in terms
of fees for those?

Mr. Kappos. The answer for the most part is no, we do not. We
charge the same fee for an application that is three pages in length
as for one that is 3,000 pages in length. That is one of the problems
that we have.

Mr. ScHIFF. Well, I mean, do you need authorization to do that
and if you had the authorization, would you utilize it? Would it be
good policy to do that?

Mr. Kappos. We would need authorization in order to change
those fees. We certainly would consider this is something where we
need to consult with the intellectual property community, but we
certainly would consider differential charges based on things like
complexity and length of application. But those are perfectly ration-
al criterion to consider.

Mr. ScHIFF. Are you embarking on a new plan to allow compa-
nies to pay extra to have an expedited patent application?

Mr. KapPpPos. Yes, we are. It is called Track One and——

Mr. ScHIFF. Was that authorized by Congress? How are you able
to do that, but not differentiate—how can you differentiate fees
that way but not based on complexity?

Mr. Kappos. That is a regulatory fee and we are actually per-
mitted under statute to set regulatory fees. So that is the way we
did that one. The basic filing fees are set by statute and those fees
we are not able to set.

Mr. ScHIFF. And tell me the difference between the statutory fees
and the regulatory fees.

Mr. Kappos. Well, some number of our fees, I want to say 15 per-
cent of them, something like that are regulatory and those are the
ones USPTO can adjust. Some of our fees relative to continuing
practice, what is called continuation applications, are regulatory.
But most of our fees, a large majority of them and the most impor-
tant ones are statutory.

Mr. ScHIFF. And the last question, Mr. Chairman.

Is there an independent agency like GAO, for example, who is
currently overseeing the quality of the patents such that in the zeal
to reduce the backlog we are not sacrificing the quality of the pat-
ent examinations for quantity?

Mr. KaApPpPoS. There is not any such agency. We do, however, have
our own quality metrics that we use at USPTO that are published,
freely available for anyone to look at. And using those metrics, our
quality actually increased last year because we started giving ex-
aminers more time to examine applications. Our quality metrics
went up about a percentage point each.

Mr. ScHIFF. Thank you, Mr. Chairman.

Mr. WoLF. Mr. Yoder.

Mr. YODER. No.

Mr. WoLF. Mr. Serrano.

Mr. SERRANO. I am sorry, Mr. Chairman.

Mr. WoLrF. We will come back.

Mr. SERRANO. No, no, no. I just walked in. And we had a long
hearing, so I am just glad to be here.

Mr. WoLF. We are glad you are here too.
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Mr. FATTAH. Did you have a good hearing?
Mr. SERRANO. It was wonderful.

PUBLICATION OF PATENT APPLICATIONS

Mr. WoLF. Let me just put something right on the record. I am
really disappointed that you did not get in detail and you did not
understand. It almost seems like we were in the minority last year
and you literally blew us off. You just did not really care. And I
do not think that is appropriate.

And, frankly, we had a good meeting. We brought a lot of people
in. I thought you would be ready and, frankly, you are not pre-
pared. And this is a big issue. It is an issue I am going to drive
on, I am going to push on, I am going to force on until they tackle
me and take me down. We are going to deal with this issue. And
you did not even know anything about it. And so maybe this office
ought to be abolished or you ought to get a new person in the of-
fice. And I am kind of disappointed.

Now, if you can give me a list of when PTO did not have a back-
log and when PTO did have a backlog each and every year up until
current time. And, secondly, if we can get a list of how many pat-
ents per examiner are completed each year, also how many applica-
tions are examined by those who are at the headquarters and those
who are now doing telework.
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1. History of the backlog from FY 1988 through FY 2011: amount of backlog at the start
and end of each fiscal year, to include a distinction between first aetion and final action.

1998 212,681 12.6 23.8
1999 232,855 13.8 25.0
2000 297,008 13.6 25.0
2001 344,369 14.4 24.7
2002 421,245 16.7 24.0
2003 457,254 18.3 26.7
2004 508,878 20.2 276
2005 586,580 21.1 29.1
2006 674,333 22.6 31.1
2007 737,288 253 31.9
2008 750,596 25.6 32.2
2009 718,835 258 34.6
2010 708,535 25.7 353
2011° 658,981 23.0 34.5

! Estimated
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2. Number of examiners and other employees start of year, end of year, FY 1988 - FY 2011
(estimated on end of year).

1999 6,066 5,341 725
2000 6,394 5,563 831
2001 6,426 5,454 972
2002 6,939 6,045 894
2003 6,723 5,990 33
2004 6,816 6,060 756
2005 7,363 6,494 869
2006 8,189 7,283 906
2007 8,913 7,959 954
2008 9,518 8,582 936
2009 9,716 8,786 930
2010 9,507 8,645 862
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3. Number of examinations per examiner from FY 1998 through FY 2011 (estimated).

1998 94.0
1999 88.5
2000 88.1
2001 88.6
2002 85.7
2003 85.3
2004 85.4
2005 79.1
2006 74.7
2007 72.0
2008 71.5
2009 76.0
2010 81.1
2011° 82.1

' Depending on the technology examined, a GS-5 has an average production goal ranging from 37 production
units to 70 preduction units, and a GS-15 has an average production goal ranging from 55 production units to
150 production units

2 op.

“~ Estimated
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Mr. WoLF. Would you please explain why the PTO makes patent
applications available online some 18 months after they are filed
and as they continue to wait in the backlog queue? Is that by con-
stitution, by law, or by regulation?

Mr. Kappos. That is by law.

Mr. WoLF. By law. What year was that law passed?

Mr. Kappos. That was in the AIPA, I believe 1999. It might have
been the previous law in 1996 that instituted it.

Mr. WoLF. What we were talking about in the meeting that you
never heard anything about or either forgot about is, should there
be an exception with regard to a national security issue or a dual
use issue whereby when the person or company files it, they may
say this may be something that somebody may want to make a nu-
clear bomb or the Chinese may take this and develop an industry?

Has there ever been an exception whereby at the time, there
could be an exclusion based on that?

Mr. Kappos. Well, we already have that very system. A number
of U.S. security agencies look at all patent applications filed at the
USPTO and make that very judgment about national security risks
and they do.

The U.S. security agencies take some of the applications out of
our agency and put them under what is called a secrecy order and
that happens. Every single application that is filed at the USPTO
goes through that process. So we are actually quite sensitive to
that issue, Mr. Chairman.

Mr. WoLF. Is that by the patent person who files it or is that by
the National Security Agency and do they also look at economic
issues in addition to national security issues?

Mr. KaPPOS. It is the

Mr. WoLF. If a plant closes in Ohio or a plant closes in Virginia,
that is an economic security area because the company has left. We
do not make any more television sets here in the United States.
They are made in China and in Mexico. So it is an economic secu-
rity issue.

Is there a category for economic security?

Mr. Kappos. Not that I know of.

Mr. WoLF. Would it be a good idea if there were?

Mr. Kappos. I would need to see what that looked like. I would
be concerned to understand what such a category looked like before
I tried to comment on that.

Mr. WoLF. Well, so we do not take too much time, maybe you
should come by the office and we can talk about it if we can get
an appointment with you.

I want to see us doing something like that. I think the jobs that
are being taken out of this country and going to places like China
both from the national security perspective with regard to a threat,
but also the economic security perspective is very, very important.

Do other countries make their patent applications available on-
line?

Mr. Kappos. Yes, many do. In fact, if not all——

Mr. WoOLF. Give us a list of those who do and those who do not.

[The information follows:]
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4, List of countries that make patent applications available on-line prior to issuance or
rejection of patent. Please provide the authority under which PTO makes this information
available on-line.

Virtually all national patent offices around the world publish patent applications at 18 months,
regardless of the status of the application (uncxamined, etc...), unless the application has been
withdrawn prior to that date. The following offices make the published applications available
online:

e Australia s Moldova (abstracts)

s Austria s  South Korea

e Brazil (abstracts) s  Mexico

e China o Russian Federation (claims only)
e European Patent Office e Thailand (abstracts)

e Germany o  Turkey (abstracts)

e India e United Kingdom

» Indoncsia (abstracts) e Vietnam (abstracts)

e ltaly

e Japan

The authority under which USPTO makes patent applications available on-line is 35 USC
122(b), as enacted in American Inventors Protection Act, Pub. Law 106-113 (Nov. 29, 1999).
Publication of pending applications at 18 months has been strongly recommended by various
studies both by the Federal government and by independent advisory groups ranging from the
Report of the President’s Commission on the Patent System (November 1966) to the Advisory
Commission on Patent Law Reform (August 1992) to the most recent report on the Patent System
issues by the Federal Trade Commission, The Evolving IP Markeiplace: Aligning Patent Notice
and Remedies with Competition (March 2011),
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Mr. Kappos. Oh, absolutely. Sure.

Mr. WoLF. Does China?

Mr. Kappos. To my knowledge, they do. In fact, U.S. examiners
have access to all Chinese patents and published applications at 18
months. China, in fact, requires all patent applications to be pub-
lished at 18 months. They have no carve out and we get——

Mr. WoLF. What about Russia?

Mr. KaPpPoOsS. Russia requires all applications to be published also.

Mr. WoLF. And what about France and Germany?

Mr. KapPpPos. Oh, of course. They long since have.

Mr. WoLF. Does the PTO provide this information in a regular
weekly update to China?

Mr. KaPPoOS. You mean

Mr. WoLF. The information.

Mr. KAaPPOS [continuing]. Information about U.S. applications?

Mr. WoLF. Right.

Mr. KAPPOS. I believe that it is provided, that information is pro-
vided. Well, yes, in the sense that we publish patents on a weekly
basis. Every Tuesday when patents issue, we publish them on the
internet and American information providers publish them on the
internet. So they are available to everyone in the world then.

Mr. WoLF. Does it concern you that maybe China is taking them
and using them for certain purposes?

Mr. KApPpOS. I do not know what purposes you are thinking of.
I think that every person in the world has access to our published
patents at the same time and is able to use them for the disclo-
sures that they contain.

Mr. WOLF. And for taking ideas from them?

Mr. Kappos. Yes. That is the purpose for the patent system.

Mr. WoLF. Whereby they can then violate the patent?

Mr. Kappos. No, not to violate the patient, right, but to learn
from them.

Mr. WoLF. Has there been any enforcement against China with
regard to any violation of patents?

Mr. Kappos. I believe in the U.S., there has been tremendous en-
forcement of infringement of:

Mr. WoLF. In China, have there been any sanctions with regard
to activity in China?

Mr. KAappos. Well, I am not, you know, an expert on the daily
details there, but the Chinese do have patent laws that I would
characterize as

Mr. WoLF. Of course, they also have laws of freedom of speech
and freedom of religion. It is in their Constitution. But there are
30 Catholic bishops in jail today. There are several hundred Protes-
tant pastors in jail today.

If you need a new kidney, for $55,000, you can go over to China,
stay in a four-star hotel, and they will take your blood type and
they will go into the prison and they will then take the blood type
of tI}{le prisoner. It may be a Catholic bishop or it may be a pick-
pocket.

And so they have what is in their laws and regulations, but have
there been any enforcements with regard to any violations of pat-
ent infringements by China in China?

Mr. KAPPOS. Yes, I believe there has been enforcement.
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Mr. WoLF. Well, can you give us a list of them?
Mr. KaPPOS. Yes, we can certainly provide what we know.
[The information follows:]
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5. A list of any patent enforcement activities against its own citizens that the government of
China has undertaken with respect to enforcing international or Chinese patent laws.

The statistics that we were able to obtain do not indicate if the defendants are Chinese:

2009 4,422 937
2008 4,074 . 986
2007 599 S 986
2006 458 1,227
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TELEWORK

Mr. WOLF. Let’s move to the telework. How many PTO employ-
ees are participating in your telework program and how many are
eligible to participate?

Mr. Kappos. Okay. I might need some statistics on that. We have
I want to say as many as 7,000 of our employees are teleworking
at least one day a week now. We have all of those statistics though.
And if you want to bear with me, I probably:

Mr. WoLF. I definitely want it because I was the author of the
law to bring about telework at the Patent and Trademark Office.

Mr. KApPpoS. Thank you very much, Mr. Chairman. It has been
enormously successful for us.

Mr. WoLF. But you do not have those numbers available?

Mr. Kappos. Well, I may have them here. Bear with me just a
second. Let’s see here. IT improvements. Okay. Let’s see. I think
I have—okay. So you are looking for total numbers of——

Mr. WoOLF. Participating and eligible.

Mr. Kappos. Yes. I am going to turn for a second to my CFO and
see if he has got those exact numbers with him.

Tony. Okay. No. That is the same document I have. And it does
not have the exact numbers on it. It is thousands though. We
have

Mr. WoLF. But I wanted the exact number. Do you know how
many were participating and how many were eligible?

Mr. Kappos. We can get you the exact numbers.

[The information follows:]

As of the end of the First Quarter, 2011, Telework Statistics are:

7,396 Eligible Positions
6,119 Eligible Positions Teleworking (83% of eligible positions teleworking)

Mr. WoLF. I thought you would have had that for the hearing.
That is just a thought that I had.

Those who telework outside of this region, how often do they
have to return or do they have to return to Washington?

Mr. KAppPOS. They currently still do have to return to Wash-
ington.

Mr. WoLF. And how often per year and why?

Mr. Kappos. Well, they have to return, if I recall right, once per
biweek which means once every other week, they:

Mr. WoOLF. So if they are in Montana or California, they have to
come back?

Mr. KaPPOS. Yes. And that is a problem for me too.

Mr. WoLF. And what is the reason for that?

Mr. Kappos. Well, the law as it was written until it was just re-
cently changed last December statutorily required every employee
to report to their duty station once per biweek. Now, thanks to
your leadership, that law was changed.

We are currently aggressively in the process of going through the
steps that the law, that the new law required us to go through in
order to waive that requirement for all of our employees. And I in-
tend to pursue that and I am pursuing it extremely aggressively.

Mr. WoLF. Have you conducted any studies to determine if pro-
ductivity has improved or sick leave usage has gone down?
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Mr. Kappos. Yes, I have. And that information I have right in
front of me here. And would you like me to

Mr. WOLF. Sure.

Mr. KAPPOS [continuing]. Share some of that information? So
what we have learned from surveying our employees and looking
at our own data is that the amount of examining time is approxi-
mately 3.5 hours per examiner greater per biweek for examiners
who are on our teleworking programs. And the reason for that is
that they use less leave, less sick leave and less other kind of leave
because of the flexibility involved.

We also know that our GS14 and 15 employees, which are our
most productive examiners, average nearly 10 percent more exam-
ining time, those examiners who are working at home versus those
examiners who work in the office. So that is an incredible increase
in efficiency, 10 percent increased efficiency.

We also have measured the rate of successful ratings of exam-
iners who work at home versus examiners who come into the office
and we have measured 15 percent higher rate of outstanding per-
formance for examiners who work at home versus those who come
into the office which means that 26 percent more work gets done
by those people with 78 percent fewer hours.

So statistically the legislation that you passed, Mr. Chairman is
what we call a no-brainer from a business viewpoint. It pays.

Mr. WoLr. With all the new employees you are seeking to hire,
do you currently have the office space to absorb the new employ-
ees?

Mr. KAPPOS. The answer is that we do to a limit, but we are de-
pendent, very dependent on further expansion of our telework pro-
grams to be able to permit employees who qualify for telework to
go work at home and then reuse their offices for some of the new
examiners coming in.

SATELLITE OFFICES

Mr. WoLF. I am going to go to Mr. Serrano in a minute or two.
But on the issue with regard to the office in Detroit, why did you
choose Detroit?

And by having these regional offices, you are in essence arguing
against the very purpose of the telework. There are many in Con-
gress who very vigorously opposed this telework bill. And one of
the arguments that we used is we said there would be less office
space. We said it would do exactly what you said it would do. And
now you are anticipating establishing a satellite office, what seems
to work against the very purpose that we argued why we needed
telework.

What are your thoughts about that?

Mr. Kappos. Well, the answer is that no, not at all. In fact, es-
tablishing satellite offices is not only consistent with teleworking,
my vision is it is going to accelerate teleworking.

What you get when you establish a satellite office is a place for
people to go in to, applicants who want to conduct business with
the agency and our examiners who need to conduct business with
applicants there, especially to conduct interviews, and to meet with
their managers and do the other things that you occasionally need
to go into an office to do.
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Having an office in Detroit is like opening a giant door to new
teleworking. It is going to enable us to employ potentially many
hundreds of people if we are successful in Detroit, skilled IP profes-
sionals that we would never get to move to Washington, D.C. for
the time that they need to spend training, then let them work at
home in Detroit or in Montana or wherever else they want that is
proximate to Detroit. They will be able to then commute into there
when they need to do interviews with applicants but work at home
other times.

So I see having satellite offices as not only consistent but an
accelerant to getting more qualified examiners in our agency and
giving them the flexibility to go work at home but have a place to
come into without having to get on an airplane when they need to
do an interview with an applicant or conduct other business.

Mr. WOLF. So currently now they have to come back into Wash-
ington to do the interview?

Mr. KAPPOS. Yes, in many cases. Applicants on the patent side
have a statutory right to have a face-to-face interview with an ex-
aminer. And the only way we can live up to the law is to require
our examiners to come here to—well, to Alexandria to conduct
those interviews.

Mr. WoOLF. You could not have a cooperative arrangement with
a couple other Federal agencies? For instance, I am sure there
must be an office of Department of Housing and Urban Develop-
ment whereby a collocation, where you could use that because that
takes place in a Washington, D.C. office. There are some telework
centers whereby they have joined with other Federal agencies and
that is basically a telework center in essence in another agency
viflhege they come and use the conference room. And you cannot do
that?

Mr. Kappos. We can. In fact, that is exactly what we are doing.
One of the reasons among all the other reasons that I mentioned,
one of the reasons we chose Detroit is because there is a Commerce
Connect there which is a sister component of the Department of
Commerce. We are able to capture efficiencies by having other
parts of the government, especially other parts of Commerce there.

So over time establishing these offices in conjunction with other
Federal agencies to cross-use floor space, to capture efficiencies is
entirely natural, entirely businesslike and completely in the plan.

Mr. WoLF. How many satellite offices do you plan on estab-
lishing?

Mr. Kappos. Well, I do not know. As was asked previously, there
is not a plan. There is not a budget currently to establish more of-
fices. In fact, we will not even be able to go forward with the De-
troit office if we are stuck under the current continuing resolution.
We are not going to have the funds for it.

But my view is that we should establish several initial offices,
three is the number that I have been discussing from time to time,
in different parts of the country, very different areas so that we
gain experience with different models.

USPTO’S IMPACT ON INNOVATION

Mr. WorLF. Okay. Mr. Serrano.
Mr. SERRANO. Thank you, Mr. Chairman.
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One of the things that President Obama said in his State of the
Union which has stuck with me and I think is the challenge for the
majority party as it sets out to have some very dramatic budget
cuts and also a challenge for us as we decide to go or not go along
with some of those cuts is how do we at the same time keep invest-
ing enough money so that our scientists and other folks can create
and invent things. And he said that and I feel strongly about that.

So as far as patents go, and I do not know and forgive me if you
have already asked this question, is there a sign, is there a history
in the last couple of years of where we are going? Are Americans
inventing more or are most other people inventing and we are not?

I mean, that was part of our strength. That has traditionally
been part of our strength as a county. And, again, he said a couple
of hundred things at that State of the Union. For some reason, that
one stuck with me, the fact that as we go out to cut these budgets,
we have to keep investing here and creating whether it is a new
medicine or a new Velcro or a new Tang or whatever it is. I am
giving credit to all these things NASA did, right? But, you know,
let’s go out and be innovative again and be the world leader.

Any signs in your office of where we are going?

Mr. KAaPPOS. So the good news in that regard, we did talk about
it a little bit earlier, the good news is that Americans are inno-
vating like crazy. They are every bit as innovative. Our country is
every bit as innovative, if not more than we have ever been. We
are getting more patent applications including more applications
from Americans.

As Ranking Member Fattah I think pointed out earlier, we are
also getting more applications from overseas, so we are just getting
more applications from everywhere.

The indications that I get from both the statistics and the inven-
tors that I talk to, thousands and thousands of them, is that there
is no shortage of invention in this country.

The thing that is in shortage right now is the other resources,
access to capital, the mentoring that is needed in order to transit
great ideas through the Valley of Death and into products and
services.

Mr. SERRANO. And is there a tie-in between people on their own
being innovative or are universities still playing a major role?

Mr. KApPpoS. Universities are playing a more important role all
the time.

Mr. SERRANO. More?

Mr. Kappos. Absolutely. If you look at the statistics, you see uni-
versity patent filings have increased very substantially. If you look
at seminal inventions or what is called breakthrough inventions,
many of them originate from universities. Universities are playing
statistically a much increased role in technology transfer, in dif-
fusing technology from labs into communities. Universities are
playing an enormously important role. The Bayh-Dole legisla-
tion

Mr. SERRANO. Right.

Mr. KAPPOS [continuing]. Passed by Congress several decades
ago was absolutely instrumental and it is, in my view, substan-
tially responsible for our country’s economic leadership.
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Mr. SERRANO. I remember about 15 years ago, I was talking to
some folks who were visiting the Hill from Virginia Tech and I said
wouldn’t it be nice if we had a car that would park itself. And they
said we are working on that.

Mr. Kappros. We do.

Mr. SERRANO. You know, and so, I mean, that is exciting when
you see that happening which leads me to kind of a fun question.
I do not know if you got into the details, but what are Americans
inventing?

We spend so much time on the iPad 2 coming out and the new
nano iPad which will probably, you know, bring the singer out into
your living room or whatever. And, you know, and you can then
kick him or her out of your room. But what are we inventing that
the American people do not know about?

Mr. KAPPOS. So American innovation is up across the board. We
measure it at the USPTO and we are, you know, lucky in that we
are the first stop on the line for innovation. Every new invention
first comes to the USPTO. So we see them all.

We are seeing increases in patent filings across the board. So ev-
erything from the mundane, believe it or not, new ways to make
wheels, still getting invented. We see those patent applications.

Mr. SERRANO. The wheel is being reinvented?

Mr. KAPPOS. Believe it or not. Composites that are used to make
wheels, new manufacturing processes, those kinds of things.

But the places where we are seeing the biggest inventions are in
nanotechnology, you know, really serious materials technology,
green tech innovation, think windmills, wind turbines, you know,
gas, electric, those kinds of things. We are seeing big increases in,
as we have for years, in the information technology sector, the
iPads and the iPods and the mobile phone industry. All of the won-
derful innovations in there continue at pace. And our patent filings
continue to increase in those areas.

Then I would point to the bio area as a key area of U.S. leader-
ship. And, you know, we have a lot of folks from California here.
Think San Diego. Think Silicon Valley. Think Boston. Think Re-
search Triangle Park. The U.S. far and away leads in bio innova-
tion and the patent filings show it.

Mr. SERRANO. Again, I apologize if this has been asked, but peo-
ple come to you. So I invent something and I bring it to you to get
a patent. Do I have to first prove it works to somebody else? Is part
of your role “get out of here, that does not work, stop wasting my
time with that?”

Mr. Kappos. Well, yes in the sense that you have to disclose the
invention. And this is required by law——

Mr. SERRANO. Right.

Mr. KAPPOS [continuing]. United States Code Title 35. You are
required by law to disclose the invention and describe in sufficient
detail for someone skilled in the area to actually make it and use
it. So, yes, you are required to show that you know how to build
this thing, you know how it works and how to construct it.

Mr. SERRANO. And that it actually does what you claim it does?

Mr. Kappos. Exactly, yes.

Mr. SERRANO. All right.

Mr. Kappos. Yeah.
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Mr. SERRANO. Thank you, Mr. Chairman.
TELEWORK

Mr. Kappos. Mr. Chairman, I now have the statistics that you
asked for before, if I can provide them to you.

So USPTO’s fourth quarter 2010 teleworking statistics, we had
out of a total of 9,778 employees as of the end of fiscal year 2010
fourth quarter, we had 5,915 teleworkers. So those are people actu-
ally teleworking, 5,915 teleworkers. And that represented 83 per-
cent of the eligible employees. So a very, very high rate of tele-
working.

Mr. WOLF. Do you have a patent that you want to——

Mr. SERRANO. I have a way that we can vote from our districts
while attending a town hall meeting, although come to think of it,
we might be better off here.

By the way, Mr. Chairman, I say this with great pride and for
the admiration I have for you, not only did you affect the workforce
in the Federal Government with the telecommuting, but you also
set the tone for Congress.

And I can brag about the fact that I was one of the first Members
of Congress a long time ago that set up the ability to get on my
laptop in the Bronx or here on a no vote day in Virginia and just
with the ID, the secure ID, be able to work as if I was there.

When I used to go to schools and talk to people, I would say here
is the best way to explain it. When I am in the office, I am sitting
in front of a computer. Now I am in my living room sitting in front
of the same computer with the rest of my staff and they think I
am there.

Mr. WoLF. No, I know. I have often said there is nothing magic
about sitting before our computer or strapping yourself into a metal
box and driving 50 miles to work. And you drive 50 miles if I recall.

Mr. SERRANO. I did at that time, yeah.

Mr. WOLF. At that time, yes.

PATENT OPERATIONS STUDIES

I am looking here at the patent reform report by the Congres-
sional Research Service, its patent reform in the 112th Congress in
innovation and ideas report. And the last look, the last in depth
look at this issue shows was the National Research Council, Na-
tional Academy of Science, a patent system for the 21st century
which was written in 2004.

We are going to ask the NAPA, the National Academy of Public
Administration, to take an in-depth look at the PTO operation,
your operation. We will ask the staff to also look at the National
Academy and see if maybe they may be the best.

You sound somewhat like many other patent leaders have said
and, yet, conditions continue to be worsening. So we want to make
sure because the one figure that you said to Mr. Serrano, and you
have said it several times, the number of overseas patents are in-
creasing.

If you could give us the number of patents that have been filed,
let’s say from 1988 because we are using that year as the year of
U.S. and foreign in 1988, 1989 right up to present time. And then
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}‘f we could get a breakdown as to what countries they are coming
rom.

But the conditions may be and based on your answer may be
dramatically changing. So what we are going to do is ask NAPA,
and we would ask you to cooperate with NAPA——

Mr. KaPPOS. Sure.

[The information follows:]
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Mr. WOLF [continuing]. And the National Academy of Science as
they take a look at your operation. Have you seen a trend that
shows a reduction in the number of U.S. patent filings?

Mr. Kappos. No, not at all. In fact, the opposite.

Mr. WoLF. Is it a reduction in percentages or is it a reduction—
an increase overall as well percentages? As the foreign ones are
going up, are we going up as much?

Mr. Kappos. Foreign filings have indeed increased in percentage.
If you look back a number of years ago, fewer than 50 percent of
U.S. patent filings were from or originated overseas. Now, as I
mentioned before, slightly more than 50 percent originate from——

Mr. WoLF. When did you cross that line?

Mr. KApPpoS. I want to say two, three years ago, we hit the 50
percent point and went over that.

Mr. WoLF. Okay. Mr. Fattah, I have a few more. You want to
go back and——

Mr. FATTAH. Yeah.

Mr. WoLF. Yes, go ahead. You go ahead.

Mr. FATTAH. You want me to go?

Mr. WOLF. Yes, you are next.

Mr. FATTAH. Yeah. Within the last year of the Bush administra-
tion, we crossed this rubicon. But part of this is that basic science
research——

Mr. WoLF. Was that a compliment or—I did not get

1\1[11". FATTAH. Well, no. It is just a fact. It has nothing to do
with——

Mr. WoLF. Oh, okay.

Mr. SERRANO. What do you mean rubicon?

Mr. FATTAH. Oh, that we crossed to the 51 percent mark. But it
is a very important issue because of so called patents, so called en-
gineers. But as the chairman has said, when we are producing
70,000 engineers and China produces 700,000, there is going to be
a differential over time.

Now, we were at a moment where we led the world in scientific
research. We now represent about a third of that. And, you know,
about a third of it is in Europe and a third of it is over in Asia,
in India and China. So it is a very different world map. And, you
know, we could have a small country like Singapore investing $4
billion in basic scientific research.

And when we look at the National Science Foundation we are
not—I mean, we are in a challenging situation to find the re-
sources. And as we all know, until we get to some budget reform
around some of the things that are really driving the budget, we
are not going to be making these investments that we need to
make in STEM. And it is a major issue.

But I want to drill down for a minute. When someone applies for
a patent, do they have to, other than the fact that they have this
idea, do they talk about how they developed the idea? Do they talk
about where they got the initial funding?

Let me give you an example. I met with a 33-year-old young guy
who is the head of material and mechanical engineering at a school
in Philadelphia. He got a $20,000 investment from the university
a few years back and he got, Mr. Chairman, an NSF grant for, you
know, in the six figures. And now he has got a patent and he has
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got a company. And he has got about a $600 million product line
that is helping make the world a better place.

And this committee is involved in a lot of issues beyond patents,
but through one of the STEM programs that the committee has
supported in previous years, there is young lady over at Howard
University now who has got a patent disclosure for a development
of an idea to power underwater labs of NOAA and other entities
by using material on the ocean floor.

I mean, we have the talent. We have young people who have the
talent to do almost anything. It is just a matter of creating the op-
portunities for them, and that is what we are interested in.

So the work that you are doing is vitally important, and I think
that we are going to have to work through the issues of the appro-
priations. The CR is another matter, but I think the Senate is act-
ing on the CR today, for two weeks, and they passed it. Okay. And
then we will go into what happens on March the 18th.

But you are not the only agency to say. The Pentagon came out
today and said if we keep operating under a CR, it is going to actu-
ally cost more money, and it endangers national security. So we do
have to get to a resolution.

And I hope that there is either a budget summit or there is some
kind of resolution where we can get the spending at least set for
the rest of this year and then the Appropriations Committee can
do its work properly about next year’s funding because this is seri-
ous business. And we owe it to American industry that if we are
going to have a patent operation, that it function in real time. And
you have international treaty obligations, right?

Mr. KAPPOS. Yes.

Mr. FATTAH. So these countries, not only do we have obligations,
but other countries have obligations. And we want to make sure
that in order to hold them accountable that we are meeting the
mark that we need to be meeting.

So I want to thank you for your testimony.

And I will conclude on that, Mr. Chairman.

Mr. WoLF. Thank you. Well, I appreciate the comments from my
good friend from Pennsylvania. I am from Virginia but was raised
in his home town in Pennsylvania.

I think there is an answer, but it is a relatively difficult solution
to what is relatively easy. And it is really to adopt the Simpson-
Bowles or Bowles-Simpson Commission, changing things. And obvi-
ously there are things in there that I did not agree with. And I
would have made a sincere effort.

But when Tom Coburn and Dick Durbin can come together, I
think it is going to take a bipartisanship. It is going to take the
President to come forward. There was an editorial in today’s Wash-
ington Post, “Waiting for Waldo”, meaning waiting for the Presi-
dent to step forward. It is important that we do this in a bipartisan
way.

And until you deal with the fundamental issues of the entitle-
ments and those issues, you can come up here and testify all you
want to testify, it is going to continue to be a problem.

Mr. KAPPOS. Yes.

Mr. WoLF. So I think the way to do it is to come together, find
a rationality. And I think the beginning of it could be what the
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Senate is doing is a bipartisan effort. One of the senators from my
State, Senator Warner, Senator Chambliss from Georgia, Senator
Coburn, and Senator Durbin are working on something to sort of
force the Congress and force the Administration to come together.

Then I think if we can do that and I think we can do it in a way
that is not painful to the Nation, adjusting around the edges, then
I think all these issues to a certain degree free up a tremendous
opportunity for the sciences and math and physics and chemistry
and investments and have a renaissance.

But until that comes you are going to continue to have budget
cuts and you are not going to have the CR be ended quickly. I
mean, I am not so sure, maybe I am wrong, but I do not know if
two weeks will be enough. Who knows what? So you are going to
continue to kick this can down the road. But I think if we could
begin with what Senator Simpson and Bowles did, I think we can
begin to make some progress.

PATENT AUTOMATION

A couple of last questions before we end. In 2005, GAO reported
that the PTO had spent over $1 billion, B billion, between 1983
and 2004 for patent automation activities which did not achieve a
fully integrated electronic patent process. Between fiscal year 2006
and October 2010, PTO spent another $47.9 million on another IT
modernization effort on a system that has not been effective either.

Can you describe PTO’s proposed Patents End to End Program
and when do you anticipate awarding a contract?

Mr. Kappos. Sure. I would be happy to do that. So the Patents
End to End Program is designed to take a completely different ap-
proach than the programs that previously failed. It is designed to
start and we have started. We have been spending the better part
of a year now starting without attempting to make architectural
decisions, without attempting to choose servers or programming
languages or any of that, without even attempting to choose con-
tractors.

Instead we started doing something that apparently is kind of
new in the Federal Government but is actually pretty straight-
forward to me as someone who, as I mentioned before, has been
doing this stuff for going on 30 years now which is to actually talk
to your customers. In this case, examiners.

So we put together task forces of examiners. We literally have
engaged over this period thousands of our examiners at the agency.
I mean, you can ask the folks at our unions who will say manage-
ment never did that before and they absolutely love that manage-
ment is engaging the employees. And we asked them the question,
what do you want your IT system to look like. And that is where
we started.

We spent a lot of time collecting input. We brought three contrac-
tors in, very small contracts, to design the prototypes of what our
user interface would look like. We finished with that work. We did
extensive user input on it. We would love to show you the results.
It is actually very, very engaging. Our users have chosen what
their next system is going to look like. And we spent very, very lit-
tle money so far.
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But this is about collecting the user input that you need so that
you ensure that you are designing a vehicle that meets the needs
of the people who are going to ride in the vehicle. In this case, pri-
marily Patent and Trademark Office examiners.

So we finished that initial prototyping work. We are now en-
gaged in the process of lining up the contracts to get going on the
first set of what is called Sprint using a programming methodology
and a development methodology that again is—that I have been
using for years in the private sector, but is new to the Federal Gov-
ernment, that is called agile development methodology. That is the
approach that we are using.

And we expect using that approach to have the first but I will
caution initial pieces of programming for our Patents End to End
Project by the end of this calendar year. We are going to deploy
them initially using our Central Reexamination Unit. I mentioned
that before. It is a part of our examiner core that focuses on patent
reexaminations which is extremely important work but has the ad-
vantage that it is not automated at all right now. They are on to-
tally paper processes.

So there is very little risk in moving them to a new system. It
is a small group of people, but it employs very similar processes to
our large core. So you will see that rolling out late this year and
then you will see the way agile works, a steady stream of vertical
and horizontal improvements, in other words, filling in
functionality on top of the initial system and more functionality
across the whole patent examining process. It will take several
years, though, to get this done.

Mr. WoLF. What sort of technical expertise does PTO have to
oversee the contractors?

Mr. Kappos. Well, we have got a CIO who has many years, in
fact decades of experience in the information technology industry.
I personally, as an IT professional and electrical engineer from that
industry, I personally spend a lot of time working with my team.

We have now hired as we were requested by the President’s CIO,
we have hired a project manager also from private industry with
much experience managing projects to design and implement com-
plex IT solutions. And so I believe we have actually got a robust
team in place to manage contracts.

Mr. WoLF. Is he an employee or is he a contractor?

Mr. Kappos. Employee of the USPTO.

Mr. WoLr. All right. Okay. For the record, Mr. Fattah, you have
any other——

Mr. FaTTAH. No.

Mr. WoLF. Okay. With that, we thank you for your testimony. I
hope you will come up and see me. I want to talk to you because
I am going to do something on the China issue.

And, secondly, if you would cooperate with NAPA and whoever
it is to take a look. We will try to get that up and running. We
will try to put language in the bill. But I think we will do a letter
to them early and if they can begin early, I would appreciate it.

With regard to that, I guess we will just submit the rest for the
record. Thank you.

Mr. Kappos. Okay. Thank you, Mr. Chairman.

[The information follows:]
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Questions for the Record (Wolf)
for the United States Patent and Trademark Office
FY 2012 Budget Request

Difference between FY 2012 Budget Request and Anticipated Fee Collections - PTO is
Proposing an Operating Reserve

1. PTO expects to end FY 2012 with a reserve of $342 million. Would you please explain
the need for PTO s reserve? Why wouldn't you spend funds on overtime and hiring to
reduce the backlog and not have such a large carryover from year to year?

Answer: USPTO maintains an operating reserve as part of its strategic objective to
establish a sustainable funding model to address both its multi-year funding requirements
and any economic/workload volatility that may occur in the future. This is in line with
the Administration’s and our stakeholder’s desire that USPTO maintain a reserve to help
mitigate any funding difficulties along the lines of those the agency experienced over the
last couple of years.

The USPTO has a multi-year plan to achieve an average first action patent pendency of
10 months, and an average total pendency of 20 months by 2014 and 2015 respectively,
as well as reduce the backlog of unexamined applications. The operating requirements
laid out for FY 2012 will continue to implement this multi-year plan by hiring and
training 1,500 patent examiners, authorizing the maximum amount of overtime, and
paying for awards and contractual services needed for additional production. These
levels were analyzed and modeled to identify the appropriate level of hiring to ensure the
desired ramp down of staffing once the application inventory reaches optimal levels.

Fee Surcharge: PTO is again requesting a 15% surcharge on patent fees and PTO
anticipates that this will provide the PTO with an additional $263 million.

1. What will this additional revenue enable PTO to accomplish?

Answer: The 15 percent surcharge, together with existing fee collections, will fund
requirements for patent hires and associated costs (such as overtime and workload-related
contracts) to reduce the backlog of unexamined applications by over 100,000, and total
pendency by 2.4 months by the end of FY 2012.

2. How much of the backlog will be reduced by this surcharge?

Answer: With the surcharge in place in FY 2012, the USPTO will hire additional patent
examiners and reduce the backlog by over 100,000 applications by the end of FY 2012.
Over the three-year period — 2011 through 2013 — the USPTO plans to hire about 3,400
patent examiners. This will enable the Office to reduce the accumulated backlog of
unexamined applications by 50 percent to 352,000 at the end of FY 2014,
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Will this surcharge be applied to all new applications or just certain industries?

Answer: As per the FY 2012 President’s Budget, the requested 15 percent surcharge to
statutory patent fees will be applied to all new patent applications. Under the Agreement
on Trade Related Aspects of Intellectual Property Rights (TRIPS), the USPTO is not able
to discriminate against technologies or industries in any manner affecting applicants.

Impact of Inaccurate Fee Estimates

L

When PTO does not collect as much as it anticipates, what happens?

Answer: USPTO budget and spending plans are developed based on operating
requirements and projected fee collections. The sustainable funding model, upon which
the FY 2012 President’s Budget was developed, includes an operating reserve and multi-
year flexibilities to manage and allow the agency to ensure a reliable revenue stream and
adjust for unexpected revenue changes without putting the agency at operational risk.
Without a multi-year sustainable funding model, the USPTO would need to reduce
spending if fee collections do not meet expectations. When spending is reduced, the
ability to meet pendency goals and targets is impacted.

What steps does PTO take to keep spending within the limits of what it collects?

Answer: The USPTO establishes annual fee collection and spending plans. These plans
are monitored daily, reported to management monthly, and adjusted as necessary.

What steps is PTO taking to improve the accuracy of fee estimates to ensure that it is able
to hire and retain staff in order to continue efforts to work down the backlog?

Answer: The USPTO has a good track record of projecting its fees, and except during
the unprecedented recession in FY 2009, has generally estimated patent fees within
acceptable tolerance levels. The Office of Inspector General has reported that a margin
of error of +£5 percent of actual receipts is generally deemed acceptable. At the same
time, however, the agency acknowledges certain weaknesses in our projection process
noted by the 1G, and is taking steps to mitigate those weaknesses. In order to enhance
transparency and accountability, the USPTO has begun documenting the policies and
procedures used for managing and forecasting fee collections. We are also improving
annual reporting on patent fees by formally reporting potential causes for significant
variances and trends to consider as appendices to President’s Budgets.

Reducing the Backlog

1.

What is the current backlog estimate? How did it reach this level and what initiatives are
in place to work down the backlog?
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Answer: The backlog as of March 29, 2011 is 705,048. If the USPTO receives FY 2011
and FY 2012 funding levels as requested in the FY 2012 President’s Budget request, the
estimated backlog by the end of FY 2012 would be approximately 550,000 new patent
applications. This represents a reduction of approximately 160,000 patent applications
from the backlog in comparison to the backlog at the end of FY 2010.

The backlog has grown due to a number of factors, including significant increases in the
number and complexity of patent applications. The USPTO continues to balance the
need to address the growth of the backlog, while improving quality. To address this
challenge, the USPTO must continue to hire, train, and retain a highly skilled, diverse
examiner workforce. Initiatives in place include:

Hiring approximately 2,800 hires during FY 2011/2012

Use of the hiring model that focuses on experienced IP professionals

Targeting overtime to high backlog technology areas

Developing and implementing a Nationwide Workforce

Improving retention by developing mentoring, best practices, and retention strategies
Continue the outsourcing of Patent Cooperation Treaty (PCT) searching.

The USPTO must also continue to increase efficiencies through the implementation of
major process improvements in the patent examination workflow, and in optimizing
examination capacity. Initiatives in place include:

A re-engineered patent examiner production count system
e Prioritization of incoming work

o Green technology acceleration

o Project exchange

o Multi-track customized examination
s Focusing on compact prosecution initiatives
¢ Re-engineering efforts

o Patent classification system

o Patent examination process

The goal is to reach a 20 month approval timeframe. Is this an acceptable timeframe?

Answer: Yes, a goal of 20 months total pendency (and the inter-related goal of 10
months to first action upon which it is predicated) is an acceptable and appropriate
timeframe.

Under 35 U.S.C. § 122, the large majority of patent applications are published at 18
months from the earliest filing date. The 18-month publication trigger is an important
milestone in the patent application. Applicants from around the world expect their
applications to be kept secret prior to 18-month publication, and use the period between
filing and publication to assess technology and marketplace developments. Applicants
are then able to elect, prior to 18-month publication whether to continue pursuing patent
protection at the “cost” of having their innovations published to the world, or whether to
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abandon patent protection in order to retain trade secrecy. A total pendency of 20 months
accommodates the 18-month publication decision, and thus represents the shortest
pendency consistent with applicant flexibility under international norms.

A total pendency of less than 18 months to issuance will place U.S. inventors at a major
disadvantage relative to overseas competitors by forcing publication versus trade secrecy
election in less than the 18 months available to overseas competitors. This would
effectively reduce trade secrecy lead time from 18 months to whatever pendency is
reduced to. Many U.S. applicants will find such a choice highly prejudicial. As a result,
it is not desirable for total pendency to be less than 18 months as a general matter.

Similarly, a first office action pendency of 10 months is highly desirable to allow
applicants time to make informed decisions regarding whether to file for international
protection (whether under the PCT or the Paris Convention route), because international
patent applications must be filed within 12 months of the earliest filing date of the parent
application in order to enjoy the right of priority provided under international treaties.

Under the Patent Cooperation Treaty (PCT), international searching and international
preliminary examining authorities (ISAs/IPEAs) are required to produce an international
search report within 16 months from the earliest filing date of an application. The results
of the non-binding search/exam results help applicants decide whether to pursue
protection at the national/regional level. Thus, in addition to helping determine whether
to file under the PCT, first office action pendency of 10 months at the USPTO would
help applicants decide whether to substantively pursue international patent protection
under the PCT.

Moreover, having a first office action within 10 months from the earliest effective filing
date is critical to applicants who must decide whether to continue prosecution of the
application or abandon the application to avoid publication at 18 months from the filing
date. The ability to abandon an application prior to publication preserves, for some
inventors, the important option to protect an invention as a trade secret. Additionally, in
those cases where an applicant files less extensive patent applications overseas, the
applicant may request within 16 months of the earliest effective filing date that a redacted
version of the application corresponding to the less extensive foreign applications be
published in the United States. Ten-month pendency to first office action facilitates that
decision process and preserves applicants’ ability to retain appropriate trade secret
protection.

The patent term adjustment (PTA) provisions of the American Inventors Protection Act
of 1999 (AIPA) provides for patent term adjustment if the USPTO fails to initially act on
an application within fourteen months of its filing date. Ensuring first office action
pendency of 10 months would eliminate the need for patent term adjustment. Currently,
patent term adjustments are granted in 74% of issued patents, with an average adjustment
of over 400 days. Itis likely that the need for patent term adjustment for other delays
will also be reduced as overall pendency is decreased.
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It should be noted that for those seeking faster processing, 12 month patent pendency will
be available under Track One of the proposed Three-Track Patent Processing program.

Would you please walk us through the backlog as it relates to the fact that PTO publishes
patent applications 18 months after they are filed?

Answer: As is the norm in most patent examining countries, applications are published
before they are examined. Where an applicant certifies that he/she has not and will not
file a counterpart application in a country that provides for eighteen-month publication,
the USPTO will not publish the application unless and until a patent is granted (currently
only about 6% of applicants opt out). Where the applicant does not make such a
certification, the USPTO publishes the application at eighteen months from its filing date
to provide an English language publication for those applications whose counterpart
applications are already being published abroad (generally in languages other than
English).

Please provide patent examiner attrition rates for FY 1998 through FY 2011, estimated.
What are the attrition rates expected to be in FY 2012, 2013, and 20147

Answer: Patent examiner attrition rates for fiscal years 1998 — 2014 (actual and
estimated) are as follows:

UPR Examiner Attrition Rate

FY98 - FY
1998 8.99% 2007 847%
1999 10.92% 2008 7.83%
2000 12.48% 2009 5.51%
2001 7.27% 2010 3.75%
2002 6.06% 2011° 5.00%
2003 5.54% 2012 7.00%
2004 6.97% 2013 7.00%
2005 8.09%% 2014 7.00%

Data for fiscal years

Efficiency Gains

L

Would you please explain the efficiency gains you expect as a result of changes to
internal work processes?

Answer: The efficiency gain is one component in the road map for the USPTO to
achieve 10-months first action pendency. The USPTO expects efficiency gains through
changes to internal work processes through the implementation of several initiatives such
as: interview training, compact prosecution training, and claim interpretation training.
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These activities will directly reduce the amount of time examiners spend to complete
prosecution in an application through:

s revisions to the examiner count system which gives more time/credit for examiners to
prepare first actions, thereby encouraging a quality first action which will result in
compact prosecution as well as providing an incentive to work on more new
applications;

e a first action interview program which enables applicants and examiners to identify
issues and come to an agreement more quickly during the prosecution of an
application; and

e work sharing agreements which will allow an office to rely, to a maximum extent
practicable, on the work previously done by another office.

The combination of these process changes will enable our examiners to complete the
prosecution of applications more quickly and provide them with incentives to do more
first office actions on applications in our backlog which will ultimately expedite the
reduction of inventory and facilitate the USPTO’s ability to reach 10 month first action
pendency.

How much overtime do you currently allow each examiner to earn per year?

Answer: When the USPTO is appropriated sufficient spending authority, and is
operating at maximum production capacity to mcet agency goals, examiners are
authorized to work up to 32 hours on a bi-weekly basis and up to 50 hours with a
technology center Director’s approval. Under the current CR, examiner overtime has
been reduced in most technology centers ranging from 10 to 20 hours per bi-week.
Nevertheless, there are several technologies in which the examiners are still authorized to
work up to 32 hours per bi-week and up to 40 hours with a technology center Director’s
approval.

Under any of the authorized levels above, an examiner can not exceed the bi-weekly rate
payable for a GS-15/10 as indicated under Title V.

How many applications does this generally equate to?

Answer: The amount of overtime requested in the FY 2012 President’s Budget request
would generate an estimated 47,500 production units (application equivalents).

Release of Patent Applications Electronically

1.

Under what authority does the PTO makes patent applications available on-line some 18
months daffer they are filed and as they continue to wait in the backlog cue?

Answer: Congress provided for publication of patent applications at eighteen months
from their filing date in the Domestic Publication of Foreign Filed Patent Applications
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Act of 1999, Sec. 4502(a), now in statute as 35 USC 122 (b). This publication is
consistent with other Patent Offices around the world. The rationale for this change to
the U.S. patent laws was to provide for an English language publication of applications
that were also being published abroad, since most countries with patent systems provide
for publication of applications at eighteen months from their filing date. Where an
applicant certifies that he/she has not and will not file a counterpart application in a
country that provides for eighteen-month publication, the USPTO will not publish the
application unless and until a patent is granted (currently only about 6% of applicants opt
out). Where the applicant does not make such a certification, the USPTO publishes the
application at eighteen months from its filing date to provide an English language
publication for those applications whose counterpart applications are being published
abroad generally in languages other than English.

. Does the PTO believe that this puts U.S. inventors at a disadvantage, given that their
applications are available to anyone while they sit and wait for their application to be
acted upon?

Answer: The USPTO does not believe that 18 month publication puts U.S. inventors at a
disadvantage. To protect an applicant between the date the application is published and
the date a patent is granted, the eighteen-month publication provisions of the Domestic
Publication of Foreign Filed Patent Applications Act of 1999 provides that the rights
provided by a patent include the right to recover a reasonable royalty from those with
actual knowledge of the published application who engage in acts of infringement during
the period between the date the application is published and the date a patent is granted.

. Do other countries make their patent applications available on-line? If so, which ones?
Do any countries not make their applications available on-line or in some other way
available publicly?

Apswer: Yes, other countries/offices that make patent applications available online
before issuance include:

Australia Indonesia (abstracts) Thailand (abstracts)
Austria Italy Turkey (abstracts)
Brazil Japan Sweden

China Moldova (abstracts) United Kingdom
European Patent Office ~ South Korea Vietnam (abstracts)
Germany Mexico

India Russian Federation (claims only)

Most offices make their applications publicly available prior to issuance, either online or
by some other means. Of the 41 countries/offices in the World Intellectual Property
Organization’s online Index of Patent Systems, the offices which do not make their
applications publicly available prior to issuance are:

Ghana Madagascar Papua New Guinea

Page 7 of 27



246

Israel Mali South Africa
Libya Monaco Turkmenistan

*WIPO’s online Index of Patent Systems may be accessed at:
http://www.wipo.int/ipstats/en/resources/patent_systems.html

Telework

1. When did PTO begin using the telework authority? (CAO)

3.

Answer: Established in 1997, the Trademark Work at Home (TWAH) program began as
a feasibility pilot of eighteen examining attorneys who partnered to share physical offices
and alternate days at home with days in the Office. In 2003, the Trademark organization
started the agency’s first hoteling* program with 110 examining attorneys (44% of the
Trademark examining corps) who worked remotely for more than 90% of their work
week. Trademarks now has 346 Trademark examining attorneys participating in the
Trademark Work at Home hoteling program.

In 2006 the Patent organization launched the Patents Hoteling Program (PHP).

Agency-wide, the USPTO currently has 6,119 employees working from home between 1
and 5 days per week. 2,841 of these employees have completely relinquished their office
space on the USPTO Alexandria campus and are working from home between four and
five days per week.

* Hoteling - A telework arrangement in which employees are not assigned
permanent space in a central office, but rather share offices and conference
space as necessary when on-site. Such space is assigned by reservation,
much like a hotel. Employees teleworking under this program, and living
outside of the 50-mile commuting radius, are required to visit the
Alexandria campus twice every pay period for the purpose of maintaining
their duty station as Alexandria, VA. The bi-week visit requirement will
change when the recent telework legislation is implemented.

How many PTO employees are participating in PTO’s telework program and how many
are eligible to participate?

Answer: As of the end of the First Quarter, 2011, Telework Statistics are:

o 7.396 Eligible Positions
o 6,119 Eligible Positions Teleworking (83% of eligible positions teleworking)

Has PTO conducted any studies to determine if productivity has improved or if sick leave
usage has gone down?
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Answer: A Patents Hoteling Program (PHP) time analysis conducted in 2007
demonstrated an increase in the amount of examining time by approximately 3.5-5 hours
per examiner per bi-week as a result of less leave use and increased use of overtime by
examiners on PHP.

What other benefits have been realized as a result of telework initiative?

Answer: The USPTO Telework Program is based on a business strategy that supports
and furthers the Agency's mission and goals. Key features include:

Realizing space and related cost savings: Over the history of the program, the USPTO’s
hoteling initiative has enabled the Office to hire new employees without securing
additional office space or additional parking facilities.

Employees who work from home four to five days per week relinquish their office space
on the Alexandria campus and reserve space in an on-campus hoteling suite when they
travel to the USPTO campus. The ability to recoup space from hoteling employees has
prevented the need for acquisition of additional space to accommodate the new hires. It
is estimated that the agency has avoided over $19 million annually in additional leased
office space as a direct result of the USPTO’s hoteling programs.

Incorporating planning for continuity of operations: The existing telework program
additionally provides the USPTO with the ability to continue some everyday business

operations during an emergency beyond those defined in the Continuity of Operations
(COOP) plan. An example of this was the agency’s ability to continue many of its
operations during the 2010 snowstorms. Without telework and hoteling, the agency
would have been completely unproductive during this time.

Federal agencies have historically had to place all but emergency employees on
administrative leave an average of two days a year due to snow and other emergencies.
USPTO telework programs have enabled eligible employees to continue working during
inclement weather that may have otherwise impaired their traveling to the USPTQ
campus. As long as the agency’s IT network remains intact and accessible, the telework
program will allow for some, if not most, of daily business operations to continue.

Positively impacting resignation rates: The Trademark organization began its hoteling
initiative in 2003 with the Trademark Work at Home (TWAH) hoteling program for
Trademark examining attorneys. From 1997 through 2001, five years prior to the
program, Trademarks had an average resignation rate of 9.62 percent. From 2006
through 2010, the most recent five years incorporating the TWAH hoteling program, the
average resignation rate was 3.03 percent. In a 2006 Trademark survey, 90 percent of
respondents indicated that their participation in the TWAH program has influenced them
to stay at the USPTO. Additionally, the 2007 Patents Hoteling Program (PHP)
perception survey indicated that 87 percent of the respondents surveyed agreed that PHP
has positively impacted their willingness to cxtend their years of service with the
USPTO.
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Reducing traffic congestion in the Washington region: The telework program is having a
positive impact on traffic congestion and air quality in the Washington metropolitan

region. USPTO fourth quarter FY 2010 telework data indicates 743 Patent employees
and 89 Trademark examining attorneys teleworked 4 days per week and 1,652 Patent
employees and 255 Trademark examining attorneys teleworked 5 days per week. This
translates to 16,883 tons of emissions reductions for the Washington metropolitan region.

Reduced Sick Leave for Hoteling Employees: A 2007 perception survey of patent
hoteling participants indicated that 45 percent of patent hotelers surveyed felt they had

used less sick leave since having joined the Patent Hoteling Program. Additionally,
based on a spring 2006 survey of teleworking employees in the Trademark Operations,
80 percent reported that the flexibility of working at home allowed them to decrease the
amount of sick leave used by at least eight hours per year.

With all of the new employees PTO is seeking to hire, does PTO'’s new office have the
ability to absorb all of these new employees or does PTO anticipate that the majority of
these new examiners will telework?

Answer: Trademark examining attorneys are not eligible to telework until they are fuily
trained. At about 1% years experience, they may telework twice per bi-week; after two
years, they may chose to hotel. The Trademark organization does not anticipate a
problem housing new hires on campus because more experienced attorneys have already
chosen to hotel at an 85-90% rate.

The USPTO is absorbing the influx of new Patent examiners; however, new patent
examiners are preciuded from joining the Patent Hoteling Program (PHP) until they have
been at the Office at least two years. The USPTO’s ability to absorb new patent
examiner hires, without violating space-related components of the existing collective
bargaining union agreement, is largely based on getting enough experienced examiners to
volunteer to participate in PHP. Our current plans do not include an increase in space
requirements at the Alexandria campus.

Establishment of an Office in Detroit Michigan

1

Why did PTO chose Detroit, Michigan to establish a satellite office?

Answer: Prior to site selection, USPTO’s Nationwide Workforce team evaluated a
number of potential sites based on a series of criteria. The city of Detroit, Michigan
fulfills a number of critical criteria that the Nationwide Workforce team evaluated,
including:

o The city of Detroit is located near universities which are a source of technical
knowledge and possible candidates for the patent examiner position. The University
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of Michigan (a top ten engineering school), Michigan State University, and Wayne
State University are just a few of the universities near and in the Metro Detroit area.

Detroit and the surrounding area is considered a major manufacturing center with
thousands of manufacturing factories which produce billions of doliars worth of
goods each year as well as a global trade center with Fortune 500 companies and
large international law firms. 1.87% of the workforce in the Detroit area are
engineers, higher than the average of 1.29% for the other cities considered by the
USPTO.

The State of Michigan had over 1,000 registered Patent Attorneys and Agents, over
3,500 patents granted and over 7,600 patent applications filed (9" largest filings) in
2009.

The unemployment rate of 13.2% in Michigan is one of the highest in the country—
as compared to the 9.5% national average.

The cost of living in Detroit, Michigan is indexed at 100, which is slightly lower than
the average of other cities considered for the pilot.

With a population of just under 10 million at the close of 2009, Michigan is the
eighth largest state in the country, and with over 900,000 residents, Detroit is the 1
most populous city in the country (as of the 2000 Census, the latest available at the
time of site selection).

lth

Detroit, located in the Midwest Region, is an important transportation hub with
facilities, ports, major highways, rail connections, and is only a short drive from the
17" fargest airport by annual number of boarding passengers (DTW).

The Department of Commerce’s CommerceConnect project is located in Metro
Detroit and would further enable interdepartmental collaboration ~ an important goal
of the Secretary of Commerce and of USPTO leadership.

When does PTO anticipate opening this location?

Answer: USPTO plans call for an August 2011 opening. However, due to uncertainty
around the USPTO’s 2011 and 2012 budgets, the project is currently being delayed on a
day-for-day basis until there is more clarity on the budget.

. Does PTO anticipate opening other satellite offices?

Answer: The Detroit office marks the pilot phase of the project and information
gathered from the establishment of this office will help inform decision-making regarding
future expansion of the program.
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The Nationwide Workforce Program is flexible and offices may be added based on need
and long-term Agency recruitment and retention objectives.

The USPTO is currently exploring expansion into other areas of the country and plans to
engage with stakeholders to determine the most efficient use of resources.

What gains does PTO expect as a result of opening this new office?
Answer: The USPTO anticipates several gains from opening this new office, such as:

Production; Detroit IP experienced hires are expected to meet production targets on pace
with IP- experienced hires at the USPTO Alexandria, VA headquarters.

Human Capital: Hiring targets of 4 classes of 25 IP experienced hires over the first year
of operation are expected to be met. Attrition is expected to be less than or equal to
levels of attrition at the Alexandria HQ.

Operations: Management will also monitor success of operational activities including but
not limited to: success of training program, IT connectivity and support tools, and
procurement costs.

. If PTO has an active and successful telework program, why would it need to open
additional offices? Why wouldn’t PTO just expand its recruiting efforts and reiterate
that employees wouldn 't need to live in the Washington, D.C. area in order to be an
employee?

Answer: Telework and Satellite Offices are distinct, though complementary projects.

The satellite office is designed to enhance the ability of the USPTO to recruit and retain
the most highly skilled workforce from regions outside of the Capital Beltway area.
Currently, in order to be eligible for the Patent Hoteling Program (“telework™) a Patent
Examiner must be a GS-12 or higher and have at least two (2) years of service at the
USPTO headquarters. Until the recent telework legislation is implemented, hoteling
examiners outside the 50 mile radius of the USPTO will also continue to have to report to
the Alexandria headquarters 2 days a bi-week at their own expense.

USPTO telework is designed, in part, to provide employee flexibility, reduce commuting
time and costs, positively impact vehicle emissions and traffic congestion, and aid in
employee retention. While it is a valuable tool in employee recruitment, telework alone
does not offer the Agency the geographic flexibility required to recruit the best talent.

Additional offices will also provide the USPTO physical presence and greater access to
our customers and stakeholders in diverse geographical locations throughout the country.
This increased accessibility will enhance communication and collaboration between
USPTO employees and USPTO customers.
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Innovation

L

83

Has PTO seen a trend that shows a reduction in the number of U.S. patent filings?

Answer: As can be seen in the table below, with few exceptions the number of Utility,
Plant, Reissue and Design (UPRD) patent applications filed in the U.S. have historically
increased from year to year, and the total number of U.S. patent filings increased by 4.8%
in fiscal year 2010. Total U.S. patent filings are projected to continue this trend of
growth in fiscal years 2011 and 2012.

Patent Applications Filed FY85 - FY10

1985 125,931 1998 256,666 8.3%
1986 131,403 4.3% 1999 278,268 8.4%
1987 137,173 4.4% 2000 311,807 12.1%
1988 148,183 8.0% 2001 344,717 10.6%
1989 163,306 10.2% 2002 353,394 2.5%
1990 174,711 7.0% 2003 355418 0.6%
1991 178,083 1.9% 2004 378,984 6.6%
1992 185,446 4.1% 2005 409,532 8.1%
1993 188,099 1.4% 2006 445,613 8.8%
1994 201,554 7.2% 2007 468,330 5.1%
1995 ! 236,679 17.4% 2008 496,886 6.1%
1996 * 206,276 -12.8% 2009° 486,499 2.1%

237,045
-

application filin,

It of a change in the term of patent protection, the agency experienced a “surg
in 1995 prior to the effective date of implementation and a concomitant “trough™ in 1996,
* Downturn due to economic conditions.

Like the increase in the total applications filed in the U.S., the number of U.S. originated
patent filings submitted to the U.S. have also grown consistently. It should be noted that
U.S. originated patent filings declined in fiscal year 2009, likely due to domestic
economic conditions. However, as a percentage of total patent filings to the USPTO,
U.S. originated filings have been on a gradual decline for the last few decades.

Between 1998 — 2011, the number of putent applications from U.S. filers and foreign
filers, and within the foreign filers category, the number by country for each year.

Answer: Please see the attached summary of application filings for fiscal years 1998
through 2010. Calendar year data can also be found on the USPTO website at:
http://www.uspto.goviweb/offices/ac/ido/oeip/taf/appl vyr.htm.
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Information Technology
1. Please describe PTO's proposed Patents End-to-End program.
Answer: The key objectives of the Patent End-to-End Processing program are:

e To redesign and re-architect the Patent IT Systems to provide a single, integrated,
end-to-end electronic processing system to eliminate the labor-intensive, manual
business process currently required Patent employees and external stakeholders.

e To build an infrastructure and application architecture that allows for the system to
scale and adapt over time to increasingly sophisticated operational requirements and
greater usage loads.

¢ To develop and implement structured, eXtensible Markup Language (XML)
representations of all documents and data from application to publication.

2. When does PTO anticipate awarding a contract?

Answer: The initial contract will be for a small integration team to begin building the
application architecture and core requirements that lays the foundation for concurrent
development of project modules by multiple development teams. USPTO anticipates that
it will award this contract in May 2011.

3. When does PTO expect it to be operational?

Answer: The initial release of Patents End-to-End (PE2E) will be operational in
September 2011. This release wiil emphasize consolidating and streamlining the
examination process, and it will be aimed at the examiners of the Central Reexamination
Unit, a group of approximately 80 highly-skiiled patent examiners devoted to the
reexamination of issued patents. Solutions for this release will be scalable, and
subsequent releases at 3 to 6 month intervals will build on this core feature set.
Currently, USPTO anticipates having a fully-functioning end-to-end system in place by
the end of September 2013, and plans to begin decommissioning existing systems in 36
months.

4. Will it include commercial off the shelf software or will all of it have to be developed?
Answer: Patents End-to-End (PE2E) will integrate commercial and open source off-the-
shelf solutions, which will require development efforts to leverage the applications’

interfaces to create a modularized, extensible framework into which future custom or off-
the-shelf products can be integrated without impacting the rest of the system.
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5. What sort of technical expertise does PTO have to oversee the contractors and ensure

that they are delivering a usable product on time and within budget?

Answer: The PTO has hired a full-time portfolio manager with extensive experience in
architecting and delivering large, complex software projects using agile development
methodologies. He will oversee all development, integration, and specification efforts to
ensure that they meet business needs and that they are proceeding according to PTO
expectations. The agile development framework will allow stakeholders to inspect the
application, gauge its progress, and provide feedback at 60 to 90 day intervals, ensuring a
transparent process that allows frequent course corrections to ensure a quality deliverable.

Three Track Examination

L

What is the status of the Three Track Examination process?

Answer: The USPTO published a noticc of proposed rule making on February 4, 2011
to implement Track [, with comments due by March 7, 2011. The USPTO received
twelve comments on the proposed rule change, which are posted on the USPTO’s Web
site. The USPTO has considered the comments and has prepared a final rule to
implement Track I, which is currently under review by OMB. The USPTO is in the
process of preparing a notice of proposed rule making to implement the remainder of the
3-Track program.

Does PTO anticipate that this program will begin in FY 20127

Answer: The Track [ program should begin in early May 2011. The remainder of the 3-
track program should be implemented in late FY 2011 or early FY 2012.

Does PTO need authority to charge these additional fees to fast track applications?

Answer: The USPTO does not need additional statutory (i.c., authority beyond current
35 USC 41(d)(2)) to charge an additional fee for Track I applications. Using this
authority, the USPTO is able to assess a user fee of $4,000 to applicants wishing to
request prioritized examination under the Three Track Examination system. However,
the Director does not have authority to provide a small entity discount for user fees set by
regulation and would need additional statutory authority to reduce this fee by 50% for
small entity applicants. The USPTO has proposed this authority in the FY 2012
appropriation language in order to provide independent inventors and small businesses
greater access to prioritized examination.

Will this put smaller innovators at a disadvantage?
Answer: The USPTO supports the enactment of legislation to authorize a 50% discount

of the prioritized examination fee for small entity applicants. The 3-track program will
not put smaller innovators at a disadvantage. The principal cost involved in the patent
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application process is the professional services costs of preparing and prosecuting an
application. The cost due to USPTO fees is secondary.

Will this initiative add to the overall backlog?

Answer: No. The 3-Track program should not result in additional application filings,
but only permits applicants some control over the priority with which the USPTO acts on
their application.

. How many applicants does PTO believe will put their application in Track I?
Answer: The USPTO is limiting Track I to 10,000 applications in fiscal year 2011.

Can applicants in the backlog enter this program, or does it apply to new applicants
only?

Answer: The initial implementation of the Track I program is limited to applications
filed on or after the effective date (new applications only). However, an applicant in the
backfile may always abandon an application in the backfile in favor of a new continuing
application (directed to the same invention as the application in the backfile) and request
prioritized examination of that new continuing application to effectively obtain
prioritized examination of an application in the backfile.
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Questions for the Record (Fattah)
Hearing on the FY 2012 Budget Request
for the United States Patent and Trademark Office

1. Would PTO agree that the true cost of a patent is not solely reflected in the expenses of
the PTO, and that the work of other agencies, including the Department of Justice’s
patent-related litigation activities, are a benefit to patent holders not financed within the
patent fee system?

Answer: The USPTO agrees that it does not pay for the Department of Justice’s (DOJ)
patent-related litigation costs when the expense is covered by DOJ’s own mission related
funding. However, the USPTO does pay for its own patent-related litigation when
USPTO works with the Department of Justice. In spite of this, the largest expense that
would be typically paid for by another agency is reflected in the expenses of the USPTO
and financed by the patent and trademark fee system. Unlike most Federal agencies, the
USPTO pays for the full costs of post retirement benefits of all USPTO employees, as
estimated by the Office of Personnel Management. For example, in FY 2010 the USPTO
expenses included around $55 million of post-retirement benefits that another Federal
agency did not have had to finance. Therefore, the USPTO believes that the true cost of a
patent is materially reflected in the expenses of the USPTO.

2. PTO notes that the first action pendency backlog declined from 764,000 in early 2009
down to 708,000 at the end of fiscal year 2010, and that with the ability to hire new
examiners and allow experienced examiners full overtime, PTO’s goal is to reduce the
backlog to approximately 658,000 by the end of fiscal year 2011. If the PTO is kept at its
current funding level of 82 billion for fiscal year 2011, rather than the requested level of
§2.3 billion, how will these efforts be impacted?

Answer: If the USPTO is held to $2 billion in FY 2011 then both pendency and backlog
will suffer. The USPTO would fall short in its production goals which in turn would
ensure that the pendency and backlog would be much higher in the years to come. The
USPTO estimates that the reduced funding level would ensure the USPTO would not
achieve the priority goal of 10 months for first action pendency in 2014, and 20 months
for total pendency in 2015. The Office would immediately see a slight increase of first
action patent pendency in 2011, with a more significant increase by 2014.

3. Will the backlog start growing again?

Answer: The backlog is a function of patent applications received versus applications
examined. The backlog would grow if incoming work were to outpace production. The
FY 2011 President’s Budget provides the USPTO with the funds needed to reduce the
patent application backlog and pendency levels, even with expectations of moderate
annual growth of incoming applications. Authority to spend our fees at a level less than
the $2.3 billion would ensure that the backlog would be greater than the FY 2011 end of
year estimate.
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4. For fiscal year 2012, PTO Is requesting to spend 82.7 billion. But currently, PTO is still
operating at the CR rate of just over $2 billion. Does PTO have the capacity to absorb a
nearly 8700 million increase in spending over an 18-month period? In terms of the
portion of this increase devoted toward increasing the number of examiners, would PTO
be able to hire and train that many additional new staff that quickly? How much of the
Sfunding would remain unobligated and carried over into future fiscal years?

Answer: Ifthe FY 2012 President’s Budget is funded beginning October 1, 2011, the
USPTO plans to spend $2.6 billion to fulfill the priorities identified in the President’s
Budget, primarily reducing patent backlog and pendency. The USPTO has a long history
of recruiting and assimilating large numbers of patent examiners. The USPTO has also
initiated new recruitment approaches, such as hiring experienced intellectual property
professionals and skilled technologists having experience with the USPTO as inventors,
and developing a nationwide workforce to enable hiring employees from around the
country.

The remaining funds would be deposited in an operating reserve to cover the full costs of
the 2011 and 2012 patent examiner hires in the out-years.

5. PTO’s goal for average patent pendency is 19.3 months by fiscal year 2015, and PTO's
goal is to reduce the backlog of unexamined patent applications down to 352,000 in
fiscal year 2014. Clearly, these numbers would be improvements over the current
situation, but how did PTO arrive at these particular numbers? Do these numbers
represent, in PTO’s view, the correct goals to strive toward? Would it be possible to
strive for even faster processing goals?

Answer: The USPTO believes that the goal of 20 months total pendency and the inter-
related goals of 10 months to first action and 10 month inventory position, upon which
it’s predicated, are the correct goals to strive for.

A first office action pendency of 10 months (and the companion goal of 10 months
inventory of unexamined applications - approximately 352,000 in FY 2014) would be
highly desirable to allow applicants time to make informed decisions regarding whether
to file for international protection (either under the PCT or the Paris Convention route),
because international patent applications must be filed within 12 months of the carliest
filing date of the parent application in order to enjoy the right of priority provided under
international treaties.

Under the Patent Cooperation Treaty (PCT), international searching and international
preliminary examining authorities (ISAs/IPEAs) are required to produce an international
search report within 16 months from the earliest filing date of an application. The results
of the non-binding search/exam results help applicants decide whether to pursue
protection at the national/regional level. Thus, in addition to helping determine whether
to file under the PCT, first office action pendency of 10 months at the USPTO would
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help applicants decide whether to substantively pursue international patent protection
under the PCT.

Moreover, having a first office action within 10 months from the earliest effective filing
date is critical to applicants who must decide whether to continue prosecution of the
application or abandon the application to avoid publication at 18 months from the filing
date. The ability to abandon an application prior to publication preserves, for some
inventors, the important option to protect an invention as a trade secret. Additionally, in
those cases where an applicant files less extensive patent applications overseas, the
applicant may request within 16 months of the earliest effective filing date that a redacted
version of the application corresponding to the less extensive foreign applications be
published in the United States. Ten-month pendency to first office action facilitates that
decision process and preserves applicants’ ability to retain appropriate trade secret
protection.

The patent term adjustment (PTA) provisions of the American Inventors Protection Act
of 1999 (AIPA) provides for patent term adjustment if the USPTO fails to initially act on
an application within fourteen months of its filing date. Ensuring first office action
pendency of 10 months would eliminate the need for patent term adjustment. Currently,
patent term adjustments are granted in 74% of issued patents, with an average adjustment
of over 400 days. It is likely that the need for patent term adjustment for other delays
will also be reduced as overall pendency is decreased.

Under 35 U.S.C. § 122, the large majority of patent applications are published at 18
months from the earliest filing date. The 18-month-publication trigger is an important
milestone in the patent application. Applicants globally expect their applications to be
kept secret prior to 18-month publication, and use this time to assess technology and
marketplace developments during the period between filing and publication. Applicants
are then able to elect, prior to 18-month publication whether to continue pursuing patent
protection at the “cost” of having their innovations published to the world, or whether to
abandon patent protection in order to retain trade secrecy. A total pendency of 20 months
accommodates the 18-month publication decision. Twenty months thus represents the
shortest pendency consistent with applicant flexibility under international norms.

A total pendency of less than 18 months to issuance will place U.S. inventors at a major
disadvantage relative to overseas competitors by forcing publication versus trade secrecy
election in less than the 18 months available to overseas competitors, effectively reducing
trade secrecy lead time from 18 months to whatever pendency is reduced to. Many U.S.
applicants will find such a Hobson’s choice highly prejudicial. As a result, it is not
desirable for total pendency to be less than 18 months as a general matter.

However, it should be noted that for those seeking faster processing 12 month patent
pendency is available under Track One of the proposed Three-Track Patent Processing
program.

. I'd like to get PTO’s reaction to an observation made by Stanford University Law

Professor Mark Lemley, who has written extensively about the PTO. He claims that even
if PTO were given authority both to set fees and to keep all its fee collections, this would
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not necessarily have an impact on the quality of the patents that are awarded. Professor
Lemley claims that because the PTO's ability to examine new applications is dependent
on the revenue from previously granted ones—the so-called “maintenance fees "—the
PTO faces a problem: the more bad applications it rejects, the fewer patents will pay
maintenance fees, and the less money will be available for the PTO to conduct detailed
examinations. Professor Lemley notes that the PTO ran into a financial crisis very
recently, when a lower grant rate for applications occurred at the same time that
companies were abandoning patents during the recession. What are PTO’s thoughts
about this issue? Is there a tension between the need to maintain a reliable revenue
stream and the need to weed out bad patent applications?

Answer: No, there is no tension between the need to maintain a steady and reliable
revenue stream and quality patent examination. While there is direct correlation between
the number of patents granted and future maintenance fee eollections, it is only one of
numerous factors that impact the agency’s financial status.

Providing high quality and timely patent examination is the first strategic goal of the
USPTO. The agency continues to improve the quality of its examinations, including
adopting new, more comprehensive procedures for measuring the quality of patent
examination which were crafted by a joint USPTO-Patent Public Advisory Committee
(PPAC) Task Force after extensive consultation with the intellectual property community
and the public. Other policies that have been established to improve quality include:

o New examiner count system was established to give examiners more time to examine
applieations

& Increased the total number of interviews hours — time spent working with patent
applicants to understand their inventions and resolve issues

¢ Implemented the Patent Examiner Technical Training Program, which is designed to
provide patent examiners with access to scientists and experts who will share their
technical knowledge of the state of the art, prior art, and industry standards

¢ Revamped performance plans for patent examiners and Supervisory Patent Examiners
to stress quality and timeliness of examinations

USPTO’s adoption of a multi-year funding model with flexibilities to manage and adjust
spending plans as operating requirements change, authority to administratively adjust
fees to recover cost of operations, spending authority equal to fees collected and an
operating reserve will allow the agency to ensure a reliable revenue stream and adjust for
unexpected revenue changes without putting the agency at operational risk. Therefore,
the authorities to set fees by regulation — with Stakeholder and Public oversight — and to
keep all of its fee collections are complimentary. In fact, regardless of the financial
environment, patent examiners make independent decisions on the merits of each
individual patent application. The quality initiatives will ensure quality examinations and
decisions. When these operational decision are made independent of the financial
decisions, the fact that the USPTO can plan to keep all fees it estimates to collect will
allow the USPTO to use its authority to set fees at the right level to ensure the aggregate
fees recover the aggregate costs of the Office.
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7. Does the PTO ever encounter problems attracting specialized employees because of pay
differentials between the public and private sectors? Will this become a more acufe
problem for PTO as the economy recovers and alternative private sector job
opportunities increase?

Answer: Yes, in the past the USPTO has experienced difficulty attracting qualified,
specialized employees for mission critical positions such as patent examiners. The
results of a 2006 analysis demonstrated patent examiner pay was significantly under
market in comparison to the private sector at the entry level positions. For example, in
the electrical engineering discipline, which represents a significant portion of the USPTO
hiring, Federal pay was 13.6% under market at the entry level positions as compared to
the private sector. As a result, a special pay rate was established for patent examiners
grades 5-9, and later expanded to grades 12-15. The special pay rate was predicated on
the fact that pay offered by non-Federal employers was significantly higher than that
payable by the Federal Government within certain occupational groups. In addition, a
group recruitment incentive, designed to attract and improve retention of patent
examiners, was also implemented during those years.

The use of the group recruitment incentive and reduction in disparity between the special
pay rate and private sector compensation was a significant factor in USPTO meeting its
aggressive hiring goals from 2006 through 2009. The USPTO evaluated the benefits of
the group recruitment incentive in the current economy and chose to eliminate new group
recruitment incentives; the July 2009 hiring class was the last to receive one.

When the economy improves, specifically in job growth, USPTO will likely encounter
similar recruiting challenges as experienced in 2006 and 2007—as there is still a shortage
of highly qualified candidates for certain disciplines (e.g., computers and electrical arts).
At that time, the Agency will re-examine the need to conduct future market rate analyses
and pay comparability studies.

8. Does PTO have statistics showing the connection between faster patent approvals and
increased economic growth and job creation in the United States?

Answer: More timely (faster) and higher-quality patent approvals are related to two
important drivers of growth: (a) entrepreneurs’ ability to secure capital funding and (b)
their ability to lower uncertainty over the innovation they are contemplating. These
issues are particularly important in the context of small startup companies, since recent
economic research has shown that these young companies may be the only net producer
of jobs in the U.S. economy.

In high-technology sectors, which tend to be major contributors to high-paying jobs and
U.S. international innovative competitiveness, young startups rely on patents to attract
funding. A recent study by economists at the University of Michigan and the University
of Pennsylvania found that having more patents leads to faster and larger venture-capital
investment for semiconductor startups [1]. Similarly, in a recent survey conducted at the
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University of California, technology startups from the biotechnology, medical devices,
electronics, and software sectors reported that patents were important to their investors
when making their investment decision. Among companies that had received venture
capital investment 97% of biotechnology startups and 59% of software startups suggested
that holding patents was an important factor in their company securing investment [2].

Patenting also plays a role in Jowering uncertainty, and allowing companies to invest in
the innovation they are contemplating. Recent research by economists at Duke
University [3] has shown that the innovation system is more efficient when companies
can specialize in different elerents of the technology value chain ~ and that patenting
plays an important role in facilitating that specialization. Since Adam Smith wrote The
Wealth of Nations we have understood that the division of {abor and specialization brings
with it enormous efficiency gains. In technology markets, patents allow smaller
companies to specialize in discrete technologies that — with the help of property rights
that patents provide ~ can then be licensed or sold to other larger companies who
specialize in combining many technologies from smaller companies into a final product
which are then sold to consumers. In a recent study, economists at Northwestern
University and the University of Pennsylvania find that the issuing of a patent plays a
significant role in increasingly the likelihood that a licensing transaction occurs. [4]
Their finding is important support for the notion that a slower patent prosecution process
is indeed a costly one for the American economy. Slower patenting results in slower - or
entirely missed — investment opportunities, and the engine of America’s innovation
marketplace is hampered.

[1] David Hsu & Rosemarie Ziedonis, Patents as Quality Signals for Entrepreneurial
Ventures (Apr. 2007) (unpublished manuscript, on file with Mack Ctr. for
Technological Innovation working paper series).

[2] Graham, Stuart J. H., Merges, Robert P., Samuelson, Pamela and Sichelman, Ted M.,
High Technology Entrepreneurs and the Patent System: Results of the 2008 Berkeley
Patent Survey (2009). Berkeley Technology L.aw Journal, Vol. 24(4), pp. 255-327.

[3]1 Ashish Arora, Andrea Fosfuri & Alfonso Gambardella, Markets for Technology: The
Economics of Innovation and Corporate Strategy (2004).

[4] J. Gans, David Hsu, S. Stern (2008), The Impact of Uneertain Intellectual Property
Rights on the Market for Ideas: Evidence from Patent Grant Delays, Management
Science, 54: 982-997.
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Questions for the Record (Schiff)
Hearing on the FY 2012 Budget Request
for the United States Patent and Trademark Office

Given the effectiveness of competitively-sourced Patent Cooperation Treaty searches, has
the Patent and Trademark Office considered a pilot program for competitively-sourced
searches for US patent applications?

Answer: Public Law 108-447 required that the agency conduct a pilot program for
searches related to the subject matter of patent applications by commercial entities.
Pursuant to these requirements the USPTO conducted a pilot in 2005-2006 for
competitively sourcing search functions to commercial entities. The purpose of the pilot
program was to demeonstrate whether searches conducted by commercial entities could
meet or exceed the standards of searches conducted and used by the USPTO during the
patent examination process. Given the requirements, it was deemed most appropriate to
conduct the pilot with Patent Cooperation Treaty (PCT) applications from a variety of
technologies.

Upon review, neither of the contractors selected for the pilot were able to perform at or
near an acceptable level of quality. Additionally, both contractors demonstrated an
inability to increase the workloads due to internal capacity issues. Based on these results,
the pilot was terminated at the conclusion of the six-month base period.

However, resolving to move forward incorporating lessons learned, the USPTO began
outsourcing a portion of PCT Chapter I applications in 2007 as a pendency reduction
initiative. Over time, the contractor staff gained more experience and a demonstrated
level of proficiency. Specifically, within three years, they were able to more consistently
deliver timely products with an acceptable level of quality and manage a varying
workload that today approaches 100% of the USPTO PCT applications.

Today, we have increased the requirements for an acceptable level of quality in the
contractors’ deliverables. As part of that effort, we have provided training, particularly in
the area of identifying the best available prior art. Qur strategy lies in maximizing reuse,
to the extent possible, of the search and examination provided by our PCT contractors in
the corresponding US national stage application examined by our USPTO examiners.
However, the agency does not intend at this time to pursue the competitive sourcing of
US patent application searches.

Some observers have claimed that requests for continued examination (RCEs) take up
excessive time and attention at the PTO. Some RCEs are clearly necessary, but are some
unnecessary? If so, is there a way to discourage the filing of unnecessary RCEs without
harming the ability of patent filers to get full and fair treatment?

Answer: The USPTO has taken steps to provide enhanced training on compact

prosecution and interview training for examiners which will help reduce the number of
RCEs. We have piloted a program where interviews are held early in the examination
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process prior to a defailed formal office action being prepared. This promotes enhanced
understanding of the scope of the applicant's invention early on in the examination
process. We continue to recommend all patent applicants file both broad and narrow
claims in order to avoid the need to present new claims later in the examination

process which will result in fewer RCE filings by applicants. As part of our recent
agreement with our employee union we adjusted the work credit given to examiners such
that less credit is received by an examiner for an RCE. We also changed the
prioritization of RCEs in examiner’s workflow requirement which has resulted in
examiners not moving RCEs as quickly. These last two initiatives will serve as
disincentives for filing RCEs both internally and externally.

Many companies offer value-added patent and trademark information, based on public,
but often dense and specialized, information from the patent office. This industry provides
a valuable service to American companies doing innavative work. As information
technology improves, the information provided by the PTQ may change, and partnerships
with companies and nonprofits may arise to offer more readable patent and trademark
information. How is the PTO working to ensure that this space remains competitive and
that all competitors receive equal and equally timely access to raw patent and trademark
information?

Answer: USPTO electronic data files are all released on or after the date of publication
and are made available, for customer download, to all customers at the same time.
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Questions for the Record (Aderholt)
Hearing on the FY 2012 Budget Request
for the United States Patent and Trademark Office

1. You discuss the potential consequences should the USPTO current CR be extended. Can
you please go into detail on how that would affect your backlog and the potential
economic impacts?

Answer: If the USPTQ is held to $2 billion in FY 2011 then both Pendency and Backlog
will suffer. The USPTO would fall short in its production goals which in turn would
ensure that the pendency and backlog would be much higher in the years to come. By
2014, the pendency would be several months longer than plan and the backlog would be
well over 100,000 cases higher than planned if the USPTO were held to the current CR.
The rising backlog would delay jobs creation and spurring the economy and also delay
fee collections in future years

2. How does the US patent backlog compare with other countries? What sort of economic
impact does the backlog have on the United States?

Answer: The World Inteflectual Property Office {WIPO) estimates that the number of
pending patent applications across the world stood at 5.94 million in 2008. WIPQ based
this estimate on pending applications data from 71 patent offices worldwide, including 20
offices with targest inventories (but excluding China, India, Singapore, and South
Africa). [1] In numbers, the Japan Patent Office (JPO), the United States Patent and
Trademark Office (USPTQ), and the European Patent Office (EPO), accounted for the
largest office backlogs. Other offices that have large backlogs include the patent offices
in Korea, Germany, Canada, Brazil, Australia, Russian Federation, and Thailand. {1}

Along with rising backlogs, many offices have seen an increase in patent pendency
times. For example, WIPQO reported that from 1996 to 2007, average pendency times
increased from 21.5 to 32 months at the USPTO and from 24.4 to 45.3 months at the
EPO. At the JPQ, pendency times increased from 26.9 months in 2000 to 32.4 months in
2007. [1] Clearly, application backlogs and increasing pendency are a worldwide
problem.

The increase in patent backlogs and pendency times has different implications for the
various types of patent applicants who seck patent protection at the USPTO. For
instance, companies applying for US patents operate in different industries, differ in age,
revenues, and number of employees, and face different product life cycles and rates of
technological change. Their different business strategies will determine how they are
affected by increased pendency times. At one extreme, there may be young
entrepreneurs facing fast product cycle times, for whom the early grant of a patent is
important to attract finance for the commercialization of a new technology. Increased
pendency times clearly harm such applicants. At the other extreme, there may be
applicants facing long research and development (R&D) cycles and high levels of
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technology and market uncertainty who may welcome a longer patenting process to
collect more information about an invention’s technological and commercial potential.

Still, the increase in patent backlogs and pendency times will have important—and likely
in balance costly—consequences for investments in innovation and economic welfare for
the United States. In general, the operation of markets is aided when uncertainty is
resolved sooner rather than later. In the specifics related to granting patents, delayed
examination will leave technology entrepreneurs unable te attract sufficient finance to
commerciatize their technologies. Moreover, the uncertainty associated with unexamined
pending patents tends to make innovators and financiers less likely to invest in certain
technologies. A recent report by London Economics has attempted to attach some costs
to these effects, estimating that the U.S. patent backlog imposes costs and these costs
may be in the billions of doliars due to “foregone innovation” and by failing to rid the
system of invalid applications that are imposing quasi-monopolies while pending in the
queue and imposing uncertainty in the marketplace, thus interfering with efficient
markets and investment in innovation. [2]

[1] WIPO. (2009). “World Intellectual Property Indicators 2009.” {(Geneva: WIPO).
[2] London Economics. (2010). “Economic Study on Patent Backlogs and a System of
Mutual Recognition.” Final report to the UK Intellectual Property Office.

. For years, China has been infringing on the copyrights and trademarks of American
companies. What is the USPTO doing to ensure that China does not use United States
patented technology without permission?

Answer: The USPTO has undertaken several initiatives with Chinese IP protection and
enforcement agencies on methods to improve the functionality and usability of the
Chinese regime for protecting and enforcing IP rights within China and internationally.
Working with partners in China, the USPTO has organized programs for US businesses
focused on protecting an innovation through a patent or trademark filing and how to
enforce an IP right using the three-track Chinese system for IP enforcement
{administrative, criminal and civil systems). These programs have been held in Beijing,
Shanghai, Guangzhou, Shenzhen and other cities throughout China.

The USPTO also has developed bilateral relationships with Chinese agencies responsible
for IP protection and enforcement and offered assistance in bringing down the incidence
of 1P infringement for US right holders. The main forum for IP discussions with China is
the Joint Commission on Commerce and Trade (JCCT). The USPTO is a co-chair of the
IPR Working Group within the JCCT and meets twice a year with its Chinese
counterparts to address issues of concern to US companies. In addition, because of the
scope and scale of the problem with IP infringement in China, the USPTO has posted two
IP Attaches in the Embassy in Beijing and in the US Consulate in Guangzhou,
respectively. A third IP aitaché position has recently been created at the U.S. Consulate
in Shanghai and will be filled in the near future.
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The USPTO also works collaboratively with U.S. law enforcement agencies in training
personnel on IP issues and assisting in liaison with U.S. right holders both in China and
inthe U.S. The USPTO has placed a staff member at the National IPR Coordination
Center to assist with Homeland Security Investigations in [P training for IP Theft
Enforcement Teams located throughout the US. The USPTQ also assisted the
International Trade Commission in arranging meetings in China to facilitate the drafting
of their report on {P protection and enforcement in China.

Finally, the USPTO has undertaken a number of initiatives designed to educate U.S. right
holders on best practices in using the Chinese IP protection and enforcement systems.
Starting in 20035, the USPTO has organized a series of China specific outreach events
targeted at small and medium sized enterprises in order to educate them on the Chinese
system for protecting their IP creations and how to enforce their rights in case of an
infringement whether it takes place in China or domestically within the United States.
Two more of those programs have already been held in 2011, in Newport Beach, CA and
Detroit, MI.
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THURSDAY, APRIL 7, 2011.

NATIONAL INSTITUTE OF STANDARDS AND
TECHNOLOGY

WITNESS

DR. PATRICK GALLAGHER, UNDER SECRETARY OF COMMERCE FOR
STANDARDS AND TECHNOLOGY AND DIRECTOR OF THE NATIONAL
INSTITUTE OF STANDARDS AND TECHNOLOGY

Mr. WoLrF. I want to welcome you to the committee. And in light
of the time, I will not have any opening statement, but just wel-
come you, Dr. Gallagher.

Dr. Gallagher, your full statement will appear in the record. You
can proceed as you see appropriate.

Dr. GALLAGHER. Thank you very much.

And in the interest of the time, I will also try to give a quick——

Mr. WoLF. Oh, that is okay. Go ahead.

Dr. GALLAGHER [continuing]. Oral sort of summary of the written
testimony. Chairman Wolf, it is good to be in front of the com-
mittee.

And, Ranking Member Fattah, it is good to see you again.

And it is always great to have an opportunity to talk about the
NIST 2012 budget. The budget request for NIST is best understood
by its mission to promote U.S. innovation and industrial competi-
tiveness and finds itself very well aligned with the President’s
focus on supporting economic growth through innovation.

The fiscal 2012 budget request for NIST is $1 billion. This does
represent a 17 percent increase over our 2010 enacted level and I
would like to briefly summarize the request. There are four major
accounts in the NIST Program.

For the NIST Scientific and Technical Research and Services ac-
count, which funds our laboratory activities, our budget request is
$679 million which is a net increase of $174 million. These funds
are to accelerate the development of standards, technology, and
measurement science in areas as diverse as advanced manufac-
turing, cyber security, and advanced building infrastructure.

The NIST Industrial Technology Services account budget request
is $238 million. This is an increase of $33 million and also reflects
a $1.9 million reduction to the Baldrige Performance Excellence
Program consistent with the Administration’s goal of transitioning
that program out of federal funding.

The budget requests $84.6 million for the Construction of Re-
search Facilities account. This is a $62.4 million decrease. The
budget request also includes $25.4 million for the continued ren-
ovation of the aging Boulder Building One facility and funds for
needed repairs and maintenance of our facilities on the two cam-
puses.

(269)
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And, finally, NIST is requesting $100 million in the new manda-
tory account for the creation of a Public Safety Innovation Fund.
This is NIST’s component of the Administration’s Wireless Innova-
tion Infrastructure Initiative (WI3).

So let me touch on a few of the major themes that are in the re-
quest: manufacturing, infrastructure, and education.

The President’s fiscal year 2012 budget request for NIST in-
cludes a very strong focus on manufacturing and provides the
measurement tools and other essential technical assistance that
other U.S. manufacturers need to invent, innovate, and produce—
and to do that more rapidly and more efficiently than their com-
petitors around the world.

With the laboratory budget, there are five manufacturing related
initiatives totaling $85.3 million and these initiatives will enable
NIST to bolster and diversify needed research and services in areas
like nanotechnology, biomanufacturing, additive manufacturing,
and advanced robotics that will position U.S. manufacturers to be
competitive around the world.

My written testimony includes more details of these initiatives.

The President’s budget request also strongly supports manufac-
turing through our external programs: the Manufacturing Exten-
sion Partnership program and the Technology Innovation Program.

For MEP, the budget request is $143 million, an $18 million in-
crease. NIST MEP will use the funds to expand capabilities of its
nationwide network of centers located in all 50 states in a number
of critical ways to assist manufacturers to successfully compete
over the long term.

The request for TIP of $75 million will enable the program to
hold a competition to fund high-risk, high-reward research in crit-
ical national needs like manufacturing.

NIST is also requesting $12.3 million for a new program, the Ad-
vanced Manufacturing Technology Consortia or AMTech. This is a
new public-private partnership that will provide grants to stimu-
late the formation of industrial consortia to address industry-driven
technology challenges that any one company would not be able to
do on its own.

With regard to strengthening the U.S. infrastructure, the budget
request contains $43.4 million in three initiatives for cyber security
related programs and activities. This includes activities building
upon our core cyber security work in support of the Comprehensive
National Cybersecurity Initiative, to support a national program of-
fice to coordinate activities for the National Strategy for Trusted
Identities in Cyberspace or NSTIC, and to expand the scope of the
comprehensive National Cybersecurity Initiative on Education.

In the area of interoperability infrastructure, this budget request
proposes funds to support our work in emerging technologies which
includes smart grid, interoperable electronic health records, and
cloud computing standards for the Federal Government.

The physical infrastructure work in NIST includes work to in-
crease energy efficiency and reduce environmental impact for U.S.
infrastructure and to improve our research activities in disaster re-
silient structures.



271

This is particularly timely with the earthquake in Japan and the
resulting damage to structures. And we are pleased that it has
been included in this request.

Finally, in wireless infrastructure, the Public Safety Innovation
Fund that I mentioned earlier will focus efforts to support the de-
velopment of an interoperable nationwide public safety broadband
network.

The education initiative, the post-doc research program initiative
will enable NIST to offer at least an additional 23 positions per
year.

And I want to thank this committee for its support in eliminating
the cap on funding for the NIST post-doc program in last year’s
COMPETES Act that makes this opportunity possible.

Beyond those initiatives, there are two areas in the budget which
reflect savings. This budget request incorporates over $11 million
in administrative savings and the proposed decrease for the
Baldrige Program is an additional $1.9 million.

Mr. Chairman, the fiscal 2012 budget request for NIST reflects
the Administration’s recognition of the important role that NIST
can play in innovation and the impact of NIST research and serv-
ices that it can play in moving this Nation forward.

And I look forward to answering any questions you may have
about our request.

[The information follows:]
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Chairman Wolf, Ranking Member Fattah, and members of the Subcommittee, thank you for the
opportunity to appear before you today to present the President’s Fiscal Year (FY) 2012 budget
request for the National Institute of Standards and Technology (NIST). This budget reflects the
important role that NIST plays as part of President Obama’s Plan for Science and Innovation.
As the President has said... “We know what it takes to compete for the jobs and industries of our
time. We need to out-innovate, out-educate, and out-build the rest of the world. "' The NIST FY
2012 budget clearly lays out the NIST role in the Administration’s priorities by making critical
investments in key areas that will help preserve our nation’s economic security and strengthen
American competitiveness.

Mr. Chairman, I would like to start with a quick mention of the context of this budget. Overall,
this is a very difficult budget environment. The President made clear that it was important for the
government to live within its means and establish some priorities within those limits. The
President has focused on a number of key goals, including innovation, infrastructure and
education.

Within that context, NIST finds itself with a mission that's very well aligned to those goals.

Over the past few years, numerous reports have underscored the importance of a robust Federal
presence in the sciences to advance technological innovation. The “Rising Above the Gathering
Storm” report and its follow-on, “The Gathering Storm, Revisited, ” were a clarion call to action
that helped to shape the America COMPETES Reauthorization Act that this Committee
championed and the President signed into law earlier this year. In addition, in February of this
year, the White House Office of Science and Technology Policy, National Economic Council,
and Council of Economic Advisers jointly released an update to the 2009 “Strategy for American
Innovation’ that “focuses on critical areas where sensible, balanced government policies can lay
the foundation for innovation that leads to quality jobs and shared prosperity.”

The NIST mission is to promote U.S. innovation and industrial competitivencss through
measurement science, standards and technology. The NIST mission is very well-aligned with the
priority goals that the President has laid out. The FY 2012 budget for NIST reflects that
alignment.

Mr. Chairman, the President’s FY 2012 discretionary budget request for NIST is $1 billion, a 17
percent increase over the FY 2010 enacted level. The budget maintains the President's
commitment to double the NIST laboratory budget. and to support and enhance our world
leadership in the physical sciences and technology.

The NIST budget is comprised of three discretionary spending accounts and one new proposed
mandatory spending account.

For the NIST laboratories, the budget requests $679 million to accelerate the development of
standards, technology, and measurement science in areas as diverse as advanced manufacturing
technologies, cybersecurity, and infrastructure. The request reflects a net increase of $173.6
million over the FY 2010 enacted level. We did not continue funding $10.5 million in previous

" Remarks by the President in State of Union Address on January 25, 2011,



274

year earmarks and redirccted this amount to new initiatives. Thus, the budgct proposes $178.5
million in laboratory initiatives and $5.6 million in adjustments to base.

For the NIST Industrial Technology Services (ITS) account, the budget requests $238 million, an
increase of $33 million over FY 2010 enacted levels. The account includes NIST’s external
programs: the Technology Innovation Program (TIP), the Hollings Manufacturing Extension
Partnership (MEP), the Baldrige Performance Excellence Program (BPEP) and the newly
proposed Advanced Manufacturing Technology Consortia (AMTech) program. The request
includes $12.3 million for the AMTech, a new cooperative grant program with industry and
academia to foster public-private partnerships to develop needed technology to support advanced
manufacturing industries that will broadly benefit the Nation’s industrial base. Also in the ITS
line is a $1.9 million reduction to BPEP from the FY 2010 enacted levels.

The budget requests $84.6 million for the Construction of Research Facilities (CRF) account;
representing a $62.4 million decrease from the FY 2010 enacted level. The request includes
$25.4 million for the continued renovation of the Boulder Building 1 renovation but does not
include $67 million in FY 2010 earmarks and the Construction Grant Program.

Finally, NIST requests $100 million in mandatory appropriations for the Public Safety
Innovation Fund, NIST’s component of the Wireless Innovation Fund, which itself is part of the
President’s Wireless Innovation and Infrastructure Initiative (WI3). This mandatory
appropriation request will fund NIST’s safety efforts in this area, with particular focus on
working with industry and public safety organizations to develop new standards, technologies.
and applications to advance public safety.

Let me speak in more depth about the major thematic initiatives in this request: manufacturing,
infrastructure, and education. These themes directly relate to the President’s stated goals to “out-
innovate, out-educate, and out-build.”

Out-Innovate: Supporting Innovation for a Strong Manufacturing Base.

In order to “Out-Innovate,” the U.S. must have a strong manufacturing base. With that focus
innovation in manufacturing is key to the NIST 2012 budget. In the area of manufacturing, U.S.
industry faces relentless competition that has trimmed the nation’s share of global manufacturing
output from 25 percent in 2000 to about 20 percent today.

The U.S. manufacturing sector, still the world’s fargest, is the nation’s innovation engine.
Manufacturers perform half of all research and development in the U.S., and they employ 17
percent of the nation’s scientists and engineers. The sector develops, builds, and supplies the
advaneed equipment that enables the U.S. military to maintain technological superiority over our
adversaries.

Providing the measurement tools and other essential technical assistance that existing U.S.
manufacturers and aspiring start-ups need to invent, innovate, and produce—more rapidly and
more efficiently than their competitors-—is a top NIST priority. NIST has partnered with the
manufacturing sector for over a century. Today’s challenges require stepping up efforts to
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enhance and strengthen the nation’s underlying technical infrastructure, which is integral to our
innovation and advanced manufacturing capabilities.

To reap the economic benefits of our ability to innovate, our nation’s manufacturing sector must
be able to rencw itsclf by adopting new technology and developing new markets. The nation’s
manufacturers must respond quickly and effectively to an ever-changing mix of requirements,
risks, and opportunities, from new regulations to rising encrgy costs to emerging technologies
and markets. The revitalization of the U.S. manufacturing basc is critical to driving innovation
and job creation in the futurc and will play a major role in building an economy that can help
raise the standard of living for all Americans.’

2012 Manufacturing Initiatives:

The President’s FY 2012 budget for NIST includes five manufacturing-related initiatives in
NIST’s scientific laboratories that will enable NIST to bolster and diversify needed research and
promote proven services that will strengthen U.S. manufacturing competitiveness in high-value-
added product markets.

¢ Strengthening Measurement Services in Support of Industry Needs (520.0M) The
U.S. economy depends upon a robust and reliable physical science-based measurement
system. Industry is increasingly relying upon and utilizing NIST’s precision time and
synchronization services to drive innovation. Industries as diverse as
telecommunications, electric power distribution, broadcasting, and navigation networks,
as well as many crucial applications in national defense, intelligence, and homeland
security rely on NIST calibrations and measurement services. In acronautics, for
example, NIST calibrations for commercial and federal government partners ensure the
accuracy and performance of altimeters and electrical systems that enable F-18s and
commercial aircraft to fly. This initiative will enhance systems for distributing NIST
measurement services to meet the growing demand from industry for sueh services.

» Advanced Materials for Industry ($14.2M) The discovery and optimization of new
materials is costly and inefficient. Today, U.S. researchers can design and create new
materials at a rate that outpaees our ability to support the measurements to characterize
and exploit these discoveries. NIST efforts in advanced materials development and
measurement science can help manufacturers save millions of dolars in design costs.
This initiative will help to provide that support to industry through the development of a
national measurement and standards infrastructure necessary to enable computer
modeling and simulation capabilities for discovering new materials and reliably
optimizing structures and properties for manufacturing processes and product
performance and features.

» Innovations for 21st Century U.S. Manufacturing: Faster, Smarter and Cleaner
($13.3M) Innovation is central to manufacturing, and in turn, to the overall growth and
health of the U.S. economy. The ability to rapidly introduce product innovations
provides a foundation for future growth in U.S. manufacturing and with it, the creation
and retention of high-skill, well-paying jobs. This initiative will fund efforts to develop

% Executive Office of the President, A Framework for Revitolizing American Manufacturing, Dec. 2009.
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advanced robotics technologies that allow the U.S. to retain manufacturing
competitiveness, and fund programs that will promote sustainable operations and
improve energy cfficiency in both the manufacturing and construction sectors of the
economy.

e Mecasurcment Science and Standards to Support Biomanufacturing ($89.5M) The
high cost of biotechnology medicines is adversely impacting the U.S. healthcare system
and economy. Biotechnology drugs, currently dominated by protein therapeutics, are the
fastest-growing class of pharmaceuticals and the fastest growing (~20%/year) category of
health care spending.”l Inefficiencies in the manufacturing process contribute to the high
cost of these drugs. Under this initiative, NIST will work closely with industry, the FDA,
and other standards organizations to better understand the manufacturing process
resulting in higher quality biologic products through continuous improvement of
manufacturing processes. It will also enable the development of agile biomanufacturing
processes required for next generation products such as stem cells and personalized
biotherapeutics.

» Measurements to Support the Manufacture and Production of Nanotechnology-
based Products ($28.2M) There remain significant barriers to the full commercial
exploitation of nanotechnology. The lack of manufacturing and characterization tools
adds significantly to the development cost of nano-based products. Rigorous
measurement science is needed to characterize the environmental, health, and safery
risks of engineered nanomaterials. NIST’s expertise in measurement science as well
as its world-class nanotechnology fabrication facilities at the Center for Nanoscale
Science and Technology (CNST) in Gaithersburg, Maryland, provides industry
unique resources to advance the measurement science needed to enhance our
understanding of the safety of nanomaterials, and fund research on the development
and manufacture of cost-competitive technologies. This initiative will position the
U.S. to be globally competitive in emerging technologies through safe use of
nanotechnology. It will also provide needed investments in the CNST to keep it at the
cutting-edge of innovation.

The President’s budget strongly supports manufacturing through the Industrial Technology
Services programs.

Hollings Manufacturing Extension Partnership (MEP)

The President’s 2012 Budget requests $142.6 million for the MEP program. This request is a
$17.9 million increase over the FY 2010 enacted level. The MEP is a federal-state partnership
which requires a two-thirds financial match from non-federal sources. Through its national
network of MEP Centers located in every state, 1,400 technical experts help small- and medium-
sized manufacturers navigate economic and business challenges and connect to public and
private resources essential for increased competitiveness and profitability.

Through competitively awarded cooperative agreements, NIST MEP will expand the capabilities
of its nationwide network of centers to accelerate commercialization of technological

" Biotech 2008 ~ Life Sciences: A 20/20 Vision to 2020, Burrill and Company, 2008.
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innovations, adopt environmentally sustainable business practices, promote renewable energy
initiatives, foster market diversification, and connect domestic suppliers to manufacturers to
assist manufacturers in successfully competing over the tong term in today’s complex global
manufacturing environment.

The Technology Innovation Program (TIP)

The FY 2012 request for TIP is $75 million. The proposed TIP budget represents an increase of
$5.1 million above the FY 2010 enacted level. TIP funds cutting edge, transformative research
and development projects that address critical national needs and societal challenges not already
being addressed by others. TIP requires a 1:1 match of funds from the private sector. InFY
2012, TIP expects to hold a funding competition in one or more of the following research arcas:
advanced robotics and intelligent automation, energy, healthcare, water, civil infrastructure
technologies, and manufacturing.

TIP funding will incentivize innovative research and development (R&D) projects, conducted by
small- and medium-sized U.S. based companics, alone or as joint ventures with universities,
national laboratories and other non-profit research organizations. Further, it will foster research
collaborations, cnable the creation of intellectual property in the United States, disseminate new
knowledge, and advance the state-of-the-art in technologies that address societal challenges. In
its most recent round of funding for manufacturing projects, TIP awardecs included those young,
small companies which are the engines of innovation and the future generators of globally
competitive jobs.

Advanced Manufacturing Technology Consortia (AMTech)

NIST is also requesting $12.3M for the Advanced Manufacturing Technology Consortia
(AMTech) program, a new public-private partnership that will broadly benefit the Nation’s
industrial base by providing grants to form and fund industrial consortia to address industrial
driven technological challenges that no one company can address alone. AMTech is modeled
upon NIST’s successful partnership, the Nanoelectronies Research Initiative, which in
collaboration with industry, funds rcsearch consortia targeting the nanoelectronics technology
sector.

AMTech will collapse the timescale of technological innovation by including partners that span
the innovation lifecycle from idea to discovery, from invention to commercialization, Through
cost-sharing and a common research agenda, these consortia would support the development of
innovative new technologies directed at creating high-wage jobs and economic growth across the
industry sector. These consortia will develop road-maps of critical long-term industrial research
needs and provide support for research and equipment at leading universities and government
laboratories directed at meeting these needs.

Out-Build: Building the Nation’s Infrastructure — Cyber, Physical and
Wireless

To meet the President’s challenge to "Ouwt-Build” other nations, NIST is requesting funds in the
FY 2012 budget to strengthen the U.S. infrastructure in three main areas: the eyber
infrastructure, the physical infrastructure and the wireless infrastructure.
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Cybersecurity Infrastructure. A secure cyber infrastructure is vital to the economic vitality and
national security interests of the United States. In addition to enabling more than $200 billion in
annual e-commerce, interconnected networks of computers are essential for critical functions
such as air traffic control, electric power distribution and the GPS in our cars. The nation’s
cyber infrastructure is central to maintaining the timely delivery and quality of public scrvices
that are part of everyday life. Our nation’s computers face ever-increasing threats from malicious
individuals, organizations, and nation states. Currently, our computer security tools are manually
implemented, too complex to be effectively used, and too static to respond to rapid changes in
the threat environment. This allows many attacks to succeed, causing significant damage and
undermining confidence in vital commercial and public information systems. The result is a
large. direct economic impact -- estimates show that Americans lose billions of dollars each year
to cyber crime.

NIST is responsible for cybersecurity research, development of federal cybersecurity standards,
establishment of methods and metrics for determining the effectiveness of security controls, and
providing technical support to public and private sector implementation of security standards and
controls. The FY 2012 budget request contains $43.4 million for cybersecurity related programs
and activities that will strengthen NIST’s contribution to the development and promulgation of
effective and usable cybersecurity standards.

The cybersecurity infrastructure request has three initiatives.

® Scalable Cybersecurity for Emerging Technologies and Threats (§14.9M) The
request would provide improvements to NIST's core cybersecurity work in support of the
Comprehensive National Cybersecurity Initiative (CNCI), the Federal Information
Security Management Act (FISMA), and other national priorities. NIST will develop
improved security techniques, support the creation of consensus security standards,
increase the interoperability and usability of security technologies, and expedite the
secure adoption of emerging information technologies.

e National Program Office for the National Strategy for Trusted Identities in
Cyberspace (NSTIC) and NSTIC Grant Program (524.5M) The request would
support a National Program Office (NPO) to coordinate federal activities needed to
implement NSTIC. This initiative is in direct response to the recommendations of the
White House Cyberspace Policy Review and will raise the level of trust associated with
the identities of individuals, organizations, services, and devices involved in online
transactions. NIST will be responsible for day to day and overall operation of the NPO.
NIST will work with the private sector to identify potential funding opportunities for the
delivery of NSTIC solutions. Of the $24.5 million for NSTIC, $7.0 million will support a
National Program Office and $17.5 million will fund the pilot grants.

¢ National Initiative for Cybersecurity Education (NICE) (34.0M) The request supports
NICE, which expands the scope of the Comprehensive National Cybersecurity
Initiative’s (CNCI) Education Initiative from the training of the Federal workforce to a
larger national education focus. NIST will develop a cybersecurity education framework
that addresses: national cybersecurity awareness, formal cybersecurity education, Fedcral
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cybersecurity workforce structure, and cybersecurity workforce training and professional
development.

Interoperability of Infrastructure. Other critical emerging technologies such as the Smart Grid
and national health care information systems have the potential to transform our society and
revitalize the U.S. economy. To be effective, the many interconnected components in these
systems must be fully interoperable to allow information to be exchanged and used seamlessly
across systems. As a respected and trusted technical partner, NIST is uniquely positioned to
bring together stakeholders from industry, government, academia, and standards development
organizations to establish consensus-based interoperability standards and conformity tests. The
President’s budget request for NIST contains an initiative that will support continued efforts in
these critical areas as well as provide the infrastructure necessary to address other emerging
interoperability challenges.

e The Interoperability Standards for Emerging Technologies Initiative ($23.8M), will
focus on the development of standards to enable or accelerate the successful development
of new technologics such as a smart electrical grid (Smart Grid), interoperable electronic
healthcare records, and cloud computing. These technologics have the potential to
transform our society and galvanize U.S. industry, and provide new opportunities for
exports of U.S.-developed technologies. For each technology to be cffective, however,
many complex interconnected components must be built to enable full interoperability
and reduce the full potential of these technologies. Lack of standards for interoperability
can significantly slow adoption of these emerging technologies, dampen confidence in
industry, and increase the risks of stranded investments in solutions that quickly become
obsolete.

Physical Infrastructure. Buildings in the U.S. consume 72 percent of all electrical energy
produced in this country. Emissions associated with buildings and appliances are projected to
grow faster than those from any other sector. To ensure adequate supplies of energy and curtail
the projected growth of carbon dioxide emissions, it is essential to reduce building energy
consumption significantly while minimizing the environmental impacts of buildings during their
life cycles. In addition, many of the nation’s largest buildings and much of its infrastructurc are
concentrated in disaster-prone regions where hurricanes, earthquakes, floods and other hazards
are common. Catastrophic failures in infrastructure as a result of natural disasters are costly and
directly impact our personal and economic health. NIST is requesting funds for two initiatives
that will further the devclopment of a stronger building infrastructure.

® Measurements and Standards to Support Increased Energy Efficiency and Reduced
Environmental Impact initiative ($13.3M) This initiative will fund research in Net-
Zero Energy Building (NZEB) design. NZEB designs would use as much energy from
renewable sources as they consume. Such design also doubles the service life of building
materials, products, and systems in order to minimize their lifecycle impacts - this also
takes indoor air quality into account. Current analysis methods are not able to assess the
indoor air quality impacts of key design decisions or impacts of new technologies. This
initiative will provide the measurement science required to achieve net-zero encrgy, high-
performance buildings. It will also provide the measurement science to support gas
measurement standards to ensure their accuracy and comparability.
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s Measurements and Standards to Support Advanced [nfrastructure Delivery and
Resilience ($10.6M) The disaster resilience of our structures today is determined in large
measure by the building codes, standards, materials, and practices used during their
construction, There are gaps in the measurement science needed to improve the disaster
resilience of infrastructure exposed to natural and man-made hazards. This request funds
efforts to provide improvements to our nation’s physical infrastructure to damage from
earthquakes, windstorms, and fire. This funding will also develop comprehensive
measures of construction practices so our Nation’s building infrastructure can be both
more efficiently built and more resilient.

Wireless Infrastructure. The request to create the Public Safety Innovation Fund (PSIF), a
mandatory account within NIST funded at $100 million (8500 million over five years) is part of
the Administration’s Wireless Innovation and Infrastructure Initiative (WI13).

President Obama called for a National Wireless Initiative to make available high-speed wireless
services to at least 98 percent of Americans. The W13 will make it possible for businesses to
achieve that goal, while freeing up spectrum through incentive auctions, spurring innovation, and
supporting a nationwide, interoperable wireless network for public safety. An important element
of this plan is the reallocation of the D Block for public safety, and some of the proceeds from
the incentive auctions being dedicated to NIST research, experimentation and testbeds. The
funds will also focus on applied development to foster the development of a next-generation
Public Safety communications network.

Specifically, to spur innovation, the WI3 includes a Wireless Innovation (WIN) Fund for
research and development of emerging wireless technologies and applications. NIST
will focus on applied development to foster the development of a next-generation Public Safety
communieations network. The current systems for 4G high speed wireless services arc not
tailored for public safety’s requirements. Developing and implementing such requirements,
including capabilities to enable handsets to operate in peer-to-peer (or without the aid of a central
network) will require technological leadership that NIST can help provide. NIST, in
consultation with agency partners, including the National Institute of Justice at the Department of
Justice and the Department of Homeland Security, will focus on developing and testing
requirements, standards, wireless applications, and other wireless technologies in support ol an
interoperable nationwide Public Safety Broadband Network.

Out-Educate: Training the Next Generation of Scientists.

Inorder to “Qui-Educate,” each agency must do its part. While NIST does not have a primary
mission in education, the future development of the nation’s scientists is critical to the future of
NIST. NIST has an important role to play in helping to identify, recruit, and retain the next
generation of scientists and engineers to help drive American ecompetitiveness. There is one
initiative associated with this area:

= The Postdoctoral Research Associateship Program (33.0M) This highly competitive
program is very effective at attracting outstanding scicentists and engineers to consider a
carcer in science by providing opportunities to work alongside NIST researchers. | want
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to thank the Committee for its support in eliminating the cap on funding for the post-doc
program. The elimination of this cap allows NIST to fund more associates. The
requested increase will enable the program to offer at least an additional 23 positions per
year and keep the pipeline of bright, new scientists flowing.

e National Initiative for Cybersecurity Education (NICE) (84.0M) As mentioncd
earlier, the request supports NICE, which expands the scope of the Comprehensive
National Cybersecurity Initiative’s (CNCI) Education Initiative from the training of the
Federal workforce to a larger national education focus.

Construction of Research Facilities (CRF): The FY 2012 request totals $84.6 million, a $62.4
million decrease from the FY 2010 enacted level, The request contains $25.4 million to continue
the renovation of the 60-year-old Building 1 on the NIST Boulder campus, which houses the
majority of research and measurement laboratories on the Boulder campus. The balance of the
account, $39.2 million, will provide funding for NIST to address deficiencies and maintain
NIST’s laboratories and facilities. The decrease reflects the climination of congressionally-
directed projects from FY 2010.

Budget Decreases: Finally, let me touch on two areas in which the budget reflects savings:

The Administration’s Administrative Efficiency Initiative challenged all agencies to identify
savings as part of the budget development process. NIST’s FY 2012 budget incorporates over
$11 million in administrative savings across the agency in order to make the agency more
efficient and effective in an era of tight budgets.

The Baldrige Performance Excellence Program (BPEP) requests $7.7 million, $1.9 million less
than the FY 2010 enacted level. The FY 2012 funding supports the continued development of the
Baldrige Program Criteria, dissemination of best practices. and the annual awards process. At the
proposed level, BPEP will evaluate alternative sources of funding and alternative cost models
consistent with the administration's goal of transitioning the program out of federal funding.

Summary

In summary, | would like to note that for more than 100 years NIST has maintained the national
standards of measurecment. This role was assigned by the U.S. Constitution to the Federal
Government to promote industry and ensure market fairness. The FY 2012 budget request for
NIST reflects the Administration’s recognition of the important role that NIST plays in
innovation and the impact that the research and services NIST provides can have on moving the
nation forward by laying the foundation for Jong- term job creation and prosperity. By
sustaining our investments in fundamental research, we can ensure that America remains at the
forefront of scientific capability, thereby enhancing our ability to shape and improve our nation’s
future and that of the world around us.

I look forward to working with you Mr, Chairman and members of the Subcommittee and would
be happy to answer any questions.
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HOMELAND SECURITY: INFORMATION SHARING TECHNOLOGIES

Mr. WoLF. Thank you very much, Dr. Gallagher.

You know, it is kind of interesting. I think, one, the sub-
committee really, and I know Mr. Fattah shares this, too, really did
everything it can to support NIST even in H.R. 1. I think you took
less of a hit, you and the FBI.

It is interesting. You probably run and have one of the most im-
portant agencies for the future of the country in manufacturing,
education and, yet, I look at this. There are empty seats here.

How many people here are with NIST? Raise your hand. How
many people in the audience are not with NIST? Yeah. And are
any of you reporters?

Okay. Well, I mean, where is everyone—and, yet, NIST really is
very, very, very important.

I have a bill in that we are going to introduce in a week or two
with Senator Warner of my State to deal with manufacturing. It
puts together an incentive program. It is a repatriation bill to help
bring back jobs from China and Mexico.

And manufacturing and creating jobs is very, very important
and, yet, you know, there are still empty seats here if more people
want to come.

But we have had other hearings that have been less important
insofar as the future of the country and in an area that you could
pretty much get a bipartisan consensus and, yet, I guess it is just
the way life is.

I would appreciate if you would look into NIST’s involvement in
Information Sharing and Access Interagency Policy Committee and
Watch List and Screening Subcommittee. That is quite a name. I
wonder how they will give an abbreviation for that.

But I understand that the Departments of State, Homeland Se-
curity, and Justice are working together to determine the require-
ments each would need before procuring name-matching software.

As you are aware, NIST is involved in this process. I believe the
agencies are asking NIST to compare and ascertain what software
brings what strengths, weaknesses, capabilities when it comes to
name-matching software.

I understand that the work of the subcommittee is still in the
early stages and that NIST is participating to gain a better under-
standing of the requirements. We understand that each of the
agencies has significantly different operational requirements so
achieving consensus will be a challenge for the subcommittee.

However, as we approach the tenth anniversary of the 9/11 at-
tacks, I think it is imperative for the government to work together
on this program and that NIST should be an active participant.

I would hope that NIST will be a leader in the effort considering
the good work that NIST has done on a number of homeland secu-
rity issues.

And we had Director Mueller up here yesterday and, of course,
on the 9/11 issue, a number of people from my congressional dis-
trict died in that attack. And so we were looking forward to hear-
ing from you of how this thing—you may not have to get in great
detail here, but how we can kind of bring the three agencies to-
gether.
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Dr. GALLAGHER. So thank you.

We are quite committed to this effort. NIST has long research ex-
perience in looking at text retrieval and these types of technologies.
In fact, the Watson computer that everyone was watching on Jeop-
ardy, some of that underlying technology that enabled that was ac-
tually based on some of that NIST research.

So this is a very active interagency process. And I think you
characterized the situation well. It is early enough that what we
are trying to do is coordinate and develop a set of coherent tech-
nical requirements so we can turn this into some definitive actions
within the agencies.

And I know we are trying to get our technical people working
with the agencies in that capacity.

RADIATION DETECTION AND MEASUREMENT

Mr. WoLF. NIST’s physical measurements lab has developed ex-
pertise in radiation detection and measurement.

Has NIST been asked to perform any analysis of the U.S. radi-
ation detecting capabilities in response to the disaster that con-
tinues to unfold in Japan with their nuclear facility?

Dr. GALLAGHER. The NIST program in advancing measurement
science and radiation has been very active. It is one of the more
concentrated efforts of the United States. NIST is very active at
homeland security applications and screening and developing ad-
vanced screening technologies, nuclear forensic measurements.

The types of measurements that are needed in the situation that
is unfolding in Japan right now are not ones that are pushing de-
tection limits. There is a lot of radiation in the area.

And so these typically fall more in the kind of issues involving
sort of sensor networks to measure diffusion. And those are really
responsibilities of other agencies.

In all these cases, there is a very active interagency process and
we are offering support as requested to any of those sort of ongoing
efforts.

Mr. WoLF. And what about domestically here? I have seen the
statement by the governor of New York with that one power plant
that is up on the Hudson north of New York City. Has NIST been
asked to engage in any studies with respect to the ability of U.S.
nuclear facilities to withstand similar impacts, earthquakes,
tsunamis, or other extreme weather events?

Dr. GALLAGHER. So, of course, the analysis to look at safety or
security consequences falls to the Nuclear Regulatory Commission
directly.

NIST works in partnership with the NRC to give them a tech-
nical basis for performing this type of analysis, so whether it is a
fire risk, we do fire research that looks at flammability or degrada-
tion of electrical cables, whether it is looking at structural compo-
nents in these types of buildings.

So we play a role, but it is a secondary role. We are trying to
provide them the measurement tools and information that supports
their responsibilities to analyze.

Mr. WOLF. So you have not been asked specifically by them?

Dr. GALLAGHER. Not that I am aware of.
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NATIONAL EARTHQUAKE HAZARD REDUCTION PROGRAM

Mr. WoLF. Okay. We had asked the director of NOAA, the Ad-
ministrator, I think she said yes, but we are waiting to get a defini-
tive answer, to put together a conference both on the East Coast
and the West Coast, bringing in NOAA people, the U.S. Geological
Survey people together to talk about the potential impacts of an
earthquake either on the West Coast or East Coast and a tsunami.
And I think she said yes. I will have to read the transcripts. But
the way that it was put, I think she said she will do it.

Would NIST play any role in something like that?

Dr. GALLAGHER. We likely would. NIST is actually the lead agen-
cy in the National Earthquake Hazard Reduction Program which
is a program established in 1977 and includes FEMA, the U.S.
Geologic Survey, and the National Science Foundation. And so we
would be very interested in participating in a workshop like that.

The main NIST role, of course, is to disseminate model codes and
standards for adoption so that construction standards are brought
up to a point where we have disaster resilient infrastructure.

I think the other lesson here with the situation in Japan is that
it is important to look across all different types of hazards. So a
lot of the damage that was sustained in Japan was actually water
related damage from the subsequent tsunami and not the damage
related to the shaking of the actual earthquake.

And this is a lesson that keeps coming up in the NIST work and
it is important to look at all of the threats to structure and to make
sure they are resilient across all of them. You could have an earth-
quake with a subsequent fire and you are actually looking at fire
related hazards.

And so we would welcome a workshop like that and be happy to
work with NOAA.

Mr. WoLF. Okay. Well, we will tell NOAA that.

Have your people had any thoughts or comments, I do not want
to get too far off some of the budget issues, but on that about how
well prepared—this subcommittee six or seven years ago when the
Indonesian tsunami took place, we sent a letter to every governor
up and down the East Coast, we contacted the UN to make sure
that every locality had the necessary standards and warning sys-
tems. So the purpose of this would be to kind of do the same thing.

But any comments based on watching what has taken place,
since you are the lead here, what has taken place?

Your heart goes out to the people of Japan. It just is so painful
to watch both the radiation and the death and the number of peo-
ple that have not been found.

As you look at that knowing what you know, your concerns with
regard to here in the United States, both East Coast, West Coast,
and the Gulf?

Dr. GALLAGHER. So, yes. We actually do worry about this quite
a bit and not just the situation in Japan which is an unfolding
tragedy but also looking very carefully at the situation in Christ-
church, New Zealand with that earthquake and also with Chile
which has similar building standards that we use in the United
States.



285

And the answer is, yes, we do worry about that. In fact, one of
my colleagues is testifying right now in front of the House Science
Committee on the NEHRP Program. And to summarize what I
think he is going to say about the program, we have made tremen-
dous advances in being able to assess and predict risk areas.

I think that the codes themselves have shown dramatic improve-
ment and we continue to take lessons learned. I think the fact that
the property damage we saw in Chile was nothing like we saw in
Haiti is a real reflection changes in building standards. We have
also learned the weaknesses in terms how buildings perform under
severe earthquake conditions.

One of the areas that I think we need to work on and an area
I think I would like to work with you on is the Federal Government
does not mandate building codes and standards. What we issue are
model codes and standards. And the authority is actually at the
state, local, and regional level.

And so as we look at collecting data and rates of adoption in
moderate to high earthquake zones, this is an area that we are
probably not doing as well as we could. And it comes back to—have
we set things up in the way to be most efficient and giving these
local jurisdictions the information they need to adopt stronger
building codes and to assess what percentages of their buildings
are compliant with different codes?

Obviously in older communities, they are going to be built to
older building standards which may be much, much less resilient.

The other major concern I have is that we have focused on build-
ings quite extensively, but we also need to focus on the resiliency
of the supporting infrastructure which is often called life lines, get-
ting power and water and other key telecommunication infrastruc-
ture rapidly restored or highly resilient to these types of effects.
And that compromises the ability of a community to respond if
there is an earthquake.

GREEN TECHNOLOGIES

Mr. WoLF. Sure. Well, good. We will ask that NIST participate.

You have your top issues of manufacturing, education, and infra-
structure. The NIST budget includes references to greenhouse
gases, green technology, increased energy efficiency, reduced envi-
ronmental impact.

How do these activities fit into NIST’s core capabilities and re-
search activities and standards and measurements? Are these new
initiatives as critical to innovation, the economy, and life and safe-
ty issues such as nanotechnology, neutron research, or disaster re-
sistant building, for example?

Dr. GALLAGHER. The activities in green technologies, if you will,
at NIST reflect in some cases strengthening ongoing activities that
we have had before. In some cases, they are new. But in all cases,
they reflect industrial demand.

What we are seeing, for example, in the building technology area
is at the local level and state level requirements being placed on
promoting green building technologies, whether commercial build-
ings or residential buildings, and a lot of interest on the part of the
construction industry for tools to assess the effectiveness of these
technologies.
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It turns out what we have done is a good job at looking at the
performance of individual components. So we can look at how insu-
lation performs or we can look at the efficiency of a particular win-
dow or door. We can look at the efficiency of a particular appliance,
heating and cooling system.

There is almost no information on how to bring all these together
and optimize them into a working building and to see whether they
have the type of energy savings impacts.

And that is important to the industry because without that un-
derstanding by the consumer—they want to understand their re-
turn on investment—is this building going to save me money as I
operate it and how soon will I realize the investments.

And so what we are trying to do is provide the measurement
tools to remove a barrier, for adoption for some of these new tech-
nologies.

Similarly on the greenhouse gas monitoring, what is happening
is commercial deployment of greenhouse gas monitoring networks.
The company that was formerly known as WeatherBug announced
a few months ago their intention to deploy commercial networks of
sensor packages that would measure various greenhouse gases.

And they want that data initially to be of use to the research
community, but ultimately their business model would be to make
that available to local communities and other areas that would be
interested in knowing their emissions of greenhouse gases.

If that data is not perceived as being reliable and interoperable,
that you cannot compare a measurement taken in one part of the
country with a package with another, so there is a lot of interest
in how do we provide the measurement science to make sure that
these technologies perform the way they are supposed to, which is
a core NIST mission.

NATIONAL STRATEGIES FOR TRUSTED IDENTITIES IN CYBERSPACE

Mr. WoOLF. You are requesting an increase of $24.5 million to in-
crease the national strategy for trusted identities in cyber space.
We understand that this initiative is supposed to enhance security
for people when they conduct business online, whether it is buying
a book from Amazon or check their banking accounts or pay bills.

They would only have one ID and password. Would you explain
how this would work and could you expand on the statement in
your budget materials that states that, “a user will no longer be
required to maintain dozens of passwords from both public and pri-
vate use?”

Dr. GALLAGHER. The idea behind NSTIC is to provide a strategy
for one of the real perplexing problems in information technology
which fundamentally is a communication infrastructure between
computers.

And to use that infrastructure to carry out a transaction, wheth-
er you are just sharing information or whether you are going online
to bank or submit your taxes, requires a transaction between your
computer and the other device that you are using.

And to establish a trusted connection, there has to be an estab-
lishment of identity. I am who I say I am. And, of course, the level
of integrity of that depends on what you are trying to do.
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If it was accessing my bank account, I would want that to be a
very strong form of negotiation, this is really me and nobody else,
whereas if I am just posting some information on a site, I may, in
fact, want the amount of information to be very low where I can
ensure that I am anonymous.

And what we are seeing in the market is a real proliferation.
There is no common way of doing this and no understanding of how
robust these technologies are. And as consumers, we know this be-
cause we struggle with individual passwords or tokens or various
other devices with really no interoperability between these. So
every time you go to a new site, you have to recreate that.

The government’s interest, of course, is that we also work with
citizens. For example, if you are e-filing your taxes, you would
want to have some assurance that you are logging in saying who
you are. In other cases, you want to be anonymous.

So rather than have the government say this is the way it is
going to be done, we do not think that is an appropriate approach
for a number of reasons, the adoption would be low, the trust
would be high for that type of a system, and we may not know the
right technology.

What we would like to do is turn to industry and say, look, here
is the functional requirements, here is the type of capability we
would like to have, a trust infrastructure, if you will, an identity
management infrastructure that people can opt into. They can use
these types of credentials in multiple environments and they can
control how much information they are willing to share when they
are setting up a transaction.

So it is largely a standards effort. I think we are going to be
working with industry to define these type of requirements, how
will identities be established, how do you protect the privacy of the
information you need

Mr. WoLF. The privacy, I was wondering. The privacy issue is
one that I think most people are getting very concerned with.

Dr. GALLAGHER. Very concerned. And I would say the existing
approach is the worst imaginable approach from a security perspec-
tive because every time you go to a new Website and create a new
account, you have to share an enormous amount of personal infor-
mation to establish your identity.

And so we have all of this personal information about ourselves
at all of these different locations. And the question is, if I am a
small business and I want to set up a Web sales application, rather
than have to collect all of that new information from all of my cus-
tomers, can I use the fact that they can log on through some trust-
ed, some identity management organization and basically rely on
that.

So we think that this would be privacy enhancing, that there
would be much less of your personal information out there and it
would be used to establish identity and then protected. It would
not be held by the government. You know, we would like this to
be private sector.

If it is done correctly, the government can use these same tech-
nologies itself which is really, I think, the right approach rather
than come up with something new.
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Mr. WoLF. Well, the privacy issue even, you know, I saw a piece
the other day that companies are now able to notice what television
station you are watching, whether it is ESPN versus another chan-
nel, and, therefore, begin to tailor ads in the mail or to you through
your computer based on that.

You really almost get the feeling from a privacy point of view,
I mean, you go to the bank teller after the church, the ATM, and
there is a camera there recording you. You get on the toll road out
in northern Virginia to come into Washington—on the Greenway
and the toll road—and use your smart pass. You then drive up to
New York City with it and you go through the toll, through the
tunnel.

And pretty soon everything seems to be almost out there. And
there is the ability to track and know what the person likes to eat,
what time they go into work, what time they leave to come home.

And I think from a personal privacy issue, I find it very trou-
bling. I do not have the answer to it. And I do not bank online, but,
I have five kids and they all bank online. They just think it is just
the way to do it. So the privacy issue troubles me deeply.

And if you can get a young high school graduate to crash into
the Department of Defense computer system and knowing what the
organized crime in Russia is doing and knowing what the Chinese
system that they have set up, almost nothing is not able to be pen-
etrated now if they really set out.

Now, I am sure they are not going to set out to go after the indi-
vidual consumer at Costco. But if they wanted to, they almost can
do it now.

Does that trouble you?

Dr. GALLAGHER. Well, it does very much. I think that any power-
ful disruptive technology like information technology comes simul-
taneously with enormous advantages. I think back at just my 18
years at NIST and it is hard to believe the extent to which infor-
mation technology has permeated everything we do.

Mr. WOLF. Yes.

Dr. GALLAGHER. And so with all of those advantages, of course,
and that ability to move information come all of the possible
downsides with that. And I think the challenge we face is that the
rate of technology change has exceeded our ability for the policy to
respond to it.

I mean, this has opened up new types of privacy concerns that
we simply did not have before just because of how connected and
Eofyv much information is being assembled. It just was not possible

efore.

So one of the challenges I always am looking at is how do we try
to respond, with everything we are doing, with cybersecurity stand-
ards, with privacy.

The Department of Commerce has been very active in the pri-
vacy arena trying to basically at least articulate a set of guiding
principles that we can start to address how we are going to think
about privacy protection with internet-based technologies. And it is
simply guiding what our actions will be going forward and being
able to work effectively with private sector, with partner countries.

So we worry about this all the time and it has just moved so
quickly that it stresses—you know, it is hard to extrapolate some-
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thing you did in the past that really made sense then. In some
cases, you almost have to start over.

Mr. WoLF. Yes. Look at the pain and suffering that WikiLeaks
has created. I mean, what took place in WikiLeaks has resulted in
the death of people and the fall of governments. It has done a pret-
ty incredible thing.

We will go to Mr. Fattah now.

Mr. Fattah.

Mr. FATTAH. Thank you. Thank you, Mr. Chairman.

Thank you, Dr. Gallagher.

Let me just for the record also acknowledge that you were edu-
cated in Pennsylvania, University of Pittsburgh, a doctorate in
physics.

And you have worked under a number of presidents. You started
under the, I guess, the first Bush administration

Dr. GALLAGHER. So I have been at:

Mr. FATTAH [continuing]. In your original role?

Dr. GALLAGHER. So I joined NIST in 1993, so actually at the
start of the Clinton administration.

Mr. FATTAH. Okay.

Dr. GALLAGHER. And then through the Bush administration as
well. And I actually was director of one of our neutron research fa-
cilities up until 2008 and was made Acting NIST Director at the
end of the Bush administration and then nominated

NUCLEAR REACTOR SAFETY REVIEW

Mr. FATTAH. So you bring a great deal of competence to the work
that you are doing. And you also have a constitutional mandate
provided through the Congress to set standards and measurements
for the country. And we want to thank you for your service.

Let me start where the Chairman interestingly started at on this
nuclear question. Now, the problem in Japan, as best as I can un-
derstand, is the most challenging part of it is the spent fuel in
these pools, right, and the leaking thereof caused by the earth-
quake and then the tsunami?

We have in our country lots of spent fuel. I am a proponent of
nuclear energy. I am for nuclear energy. But one of the issues is
what you do with the spent fuel, and you have to cool it for some
long period of time. And under the NRC rules, you put in these
cooling pools for five years.

Now, we have some 63 metric tons of spent fuel in our country.
Some of it has been in these pools longer than what is rec-
ommended and some of it is in dry cask.

Now, I guess the standard at the moment is that it really does
not matter whether or not it is a dry cask or whether it is in a pool,
right?

But the Sandia Lab has done some work in this regard and there
seems to be on the science of this edging more towards, you know,
because I am a layman when it comes to this, but to a common
sense view that a dry cask might be a better circumstance, particu-
larly from a security standpoint, you know, potential terrorist at-
tack or something like that, but also even in the case of some other
disruption like in the instance of Japan.



290

So on the question of when there is a safety review that the Ad-
ministration has ordered, and I support the President’s call for this
safety review, when we get to the point of trying to figure out
whether or not there is spent fuel in these pools well beyond the
period that it needs to be there and whether it should go to dry
cask, the question of dry cask or no dry cask, is this something ap-
propriately for NIST to be in the loop on?

Dr. GALLAGHER. So I think the answer is possibly, but it would
be indirect in support of the NRC. I managed our nuclear facility
for four years at NIST, so NIST does not have a specific role here.

But speaking as a former manager of a nuclear facility, the one
challenge you always face, and I think the challenge that NRC
faces, that you have to look holistically at the problem. You want
to look at overall the integrity, safety, and security of various op-
tions of storing fuel.

And as you pointed out, the problem we face with a once through
fuel cycle is the fact that there is a lot of decay product still in the
fuel when you are done using it. And as the element continues to
decay, it produces heat.

And so the technical challenge everyone is facing is what is the
right way to provide that cooling in various storage configurations.

So it is easy to cool in a pool, but you see the disadvantages of
that long term. It is a very active system of pumps and heat ex-
changers and various things. And there is no down side to leaving
it in a pool longer than it needs to because it is pretty cool.

So the challenge with dry cask, the advantage is that it is pas-
sive and can be made very hard, the disadvantage is how do you
provide passive cooling that is adequate to preserve the integrity
of the element. You want to keep the metallic, the fuel cladding be-
cause that is what holds those components in there to then main-
tain its integrity.

So I think that for the engineers that will have to look at this,
the best environment they can be put in is to step back from some
of the policy consequences of these and just look at it from a tech-
nology perspective, what can be done to look at enhanced fuel clad-
ding integrity, what can be done to look at advanced passive cool-
ing technologies.

I think what they can do if they do that is they can give us the
technical options that let—because there is all sorts of tricky policy
questions that I know you have to deal with as you look at these
options and the impact of proliferation and various other things,
but at least then we have all of the technology

Mr. FATTAH. There are a lot of policy implications, but this is a
safety review, right? So, again, I start over with the fact that I am
pro-nuclear. I think we should be even more aggressive. I think we
should look at small modular nuclear reactors. But I also think
that we should act in intelligent ways to protect public safety.

So this notion that it is an equal choice between a cooling pool
and a dry cask to me, and I do not have a doctoral degree in phys-
ics, even from a distinguished university, but it does not sound to
me like it is an equal choice either way.

And I think that this is the kind of thing where NIST, if you are
setting standards, it might be useful—so I would love for you to re-
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view some of the work that has been done on this question and see
what you think.

I mean, I am not trying to jump in front of the NRC, but I just
think that it is an important question because absent the spent
fuel being in the pool, much of the calamity of the Japan nuclear
reactors would not exist. And even if it was in dry cask and there
was some rupture, the level of problem would be lessened in a very
considerable way.

But I do not know. The Chairman started on this. I just wanted
to jump in.

MANUFACTURING

I want to go to your other work. Now, as a state legislator, I was
one of the sponsors of the Ben Franklin Technology Program in
Pennsylvania which has worked very, very well in taking excellent
research from our universities and bringing it to bear in terms of
economic development.

And now you are engaged in that in a number of different ways
through the Manufacturing Extension Partnership and through the
TIP Program. And TIP is an outgrowth of the earlier program, the
advanced technology program, right, and it is focused on small and
medium size manufacturers?

So I have seen some of the work that has been done. I was out
at a manufacturer in Pennsylvania in my district in Philadelphia.
They make fishing reels. It is called Penn Fish & Tackle or Penn
Fishing Reels. It is in North Philadelphia.

They make the world-class saltwater fishing reels, Mr. Chair-
man. They sell for about $1,500 a piece and they have no compet-
itor in the United States at all. And people buy from all over the
world.

But the Manufacturing Extension Partnership helped provide
some technical assistance in the manufacturing process through a
grant and a collaboration.

And I also know another manufacturer who is in bio-tech. It is
a very different process. He is in Philadelphia, in the Spring Gar-
den area, and he is making glass that you work with small chem-
ical and biological formulations in the whole DNA area.

And through the Manufacturing Extension Partnership, they
hooked him up with some people in Chapel Hill who helped design
how this little firm manufacturer of 14 people could be major play-
ers in a world that, otherwise, they would have been frozen out of
by larger players. So the program has worked well.

I know the chairman and I have gotten letters from Manufac-
turing Extension Partnerships from I think every State now and
talking about the great work. And we are very interested. I have
said that it is my most important priority. I notice that the Chair-
man has an important affinity for helping in this area.

So you have a number of different programs in the manufac-
turing area. This is the largest of them, is that correct, in terms
of dollar amounts?

Dr. GALLAGHER. Probably not, only because such a large portion
of the laboratory program also works towards manufacturing. But
it is the largest program that is specifically focused on providing
services directly to manufacturers.
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Mr. FATTAH. Okay, well if you could walk through all of the ef-
forts that NIST is working at, and how they work together or sepa-
rately to help manufacturers? If you could spend a couple of min-
utes on that that would be helpful.

Dr. GALLAGHER. So thank you. The NIST role in manufacturing
is interesting because it comes in sort of two major ways. One of
them is through that core mission that the Constitution gave us in
Article 1, Section 8 which is to establish a system of weights and
measures and to deploy that system into commerce. And so a lot
of the NIST laboratory work is actually not defining what the
meter is and what the second is. That is an important part of what
we do, but it is realizing active measurement in commercial envi-
ronments. How do you measure deformation when you are trying
to bend sheet metal to form cars? Or what are the materials prop-
erties of advanced materials if you are light weighting? Or how do
you characterize new nanomaterials? Or how do we look at biologi-
cal materials?

So an enormous amount of our mission, core mission work in
measurement science is removing measurement barriers to manu-
facturing. Similarly our role in standard setting. The United States
is quite unique in that standards are not set by a government
agency. Standards are set by industry. And that approach to indus-
try-led technical standards is one that we support. So instead of
having us issue standards, we have a supporting role. We coordi-
nate federal agencies’ use, but we are also there to support the in-
dustry efforts to make sure standards are based on good method-
ology and so that in the end you want to measure something be-
cause you want to know that a standard was put into practice. It
does not matter if it is on a piece of paper. You want to show that
adproduct or service can, you know, can perform the way you want-
ed it too.

So the NIST laboratories all the way through have these enor-
mous efforts in providing unique measurement capability, lowering
measurement barriers to manufacturing, and supporting tech-
nology standards. In addition to that the extramural programs in
our ITS account provide a very special kind of service to industry.
And as you pointed out, MEP is a great example.

The MEP program only provides up to one-third of the funding
for the MEP centers. What MEP really did is not set something up
from scratch. It tied efforts that were in all fifty states together.
It created a network of extension programs where they were work-
ing, often set up through a state university, or through a state-led
program, working with manufacturers where they were trying to
support their local business community. The power of networking
similar state efforts together, though, is very real. And it allowed
the states to both share information very quickly on best practices,
what kinds of services were most effective. It also allowed us to col-
lect metrics. You know, what worked? And what was the impact of
these different services. And one of the things that happens then
is we saw a surprising amount of uniformity across all of these
fifty, these centers across all fifty states.

And the reason I bring that up is that, you know, one of the
issues that comes up every time we talk about manufacturing pro-
grams, and an area that I would like to work with this committee
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on, is this tricky question of the appropriate federal role. And I
think it is tricky because states have always played a major role
in economic development in this country. And so you end up in
this, this decision about, you know, how far should the federal gov-
ernment get involved if the states are already there?

One of the natural roles for the federal government, though, is
helping the states work together. So this idea of networking and
working across and sharing information, facilitating information
across states is very powerful. And I think MEP may be one of the
best examples of that.

Mr. FATTAH. Well this biotech company in my district is a good
example of that. I mean, we have some very fine universities and
people who can be helpful to businesses. But in this particular case
the expertise that was needed for this company happened to be in
North Carolina. And it was through MEP that that connection was
made. And so I think that that is very useful. Because, you know,
as we compete on the world stage, we are not competing as an indi-
vidual state or a parochial community. I mean, a lot of the business
location decisions are either, is it North America, or is it some
other place? And so it is very useful now.

CONSTRUCTION OF RESEARCH FACILITIES

You talked about your lab program. Part of your budget request
is for continued construction at the lab. Is this at the Colorado lab?
Or which labs? Because you got some dollars through the stimulus
program for construction, is that correct?

Dr. GALLAGHER. That is correct. So the Recovery Act included
funding for internal construction at NIST. Those funds have been
obligated. And there is a lot of construction underway, if you were
to visit either in Gaithersburg or in Boulder, Colorado. And that is
one of the reasons the construction request is down considerably in
2012 because we are dealing with this wave of ongoing construc-
tion. The situation in Boulder is that facility was in very poor
shape. It was built in the 1950’s. It had the unfortunate accident
in history, I guess, of being built before there were, you know, cen-
tral air conditioning and air ventilation systems. So for a labora-
tory facility it was a real problem.

So what we did is a study to show whether it was most cost effec-
tive to build new. For very high performance buildings it is cheaper
to just build it from scratch. And that building is under construc-
tion now and will be done sometime next year. And what functions
are most cost effectively addressed by just renovating the existing
building. So the funds in the 2012 are to initiate and continue that
renovation part of the project. And the reason I focused on it was
the timing is really important. Because if you are going to do ren-
ovation you are displacing existing activities. And so the most effi-
cient way to do this is to roll right after the completion of the new
building and move through the renovation phase. If that is inter-
rupted, you know, what will happen of course people will set up
their equipment in these spaces and then we will later have to
move them out and then move it back in. So we are trying to opti-
mize the phasing of that project in Boulder.

Mr. FATTAH. And this is a relatively small agency. What do you
have, some 2,900 scientists? You can go out to one of the national



294

labs like Sandia which has, you know, got 3,300 Ph.D.’s and an-
other 4,000 or 5,000 workers there. So, you know, in comparison.
So one of the questions is, I know we are dealing with kind of in-
cremental questions about your budget from 2010 enacted to next
year. But as you look forward over the next ten years, are we look-
ing at a need to grow the entity in non-incremental ways in order
to take further advantage of our resources and to compete better?
Or are we about where we need to be with relatively small or, you
know, not so small increases? I guess it depends on how one might
look at it.

Dr. GALLAGHER. So I think the Administration’s view is that
NIST has to grow. It was one of the three agencies, and in fact
Congress I think would agree because the COMPETES Act, which
this committee supported very strongly, called for substantial
growth in three agencies as well. The DOE Office of Science, NIST,
and National Science Foundation. Looking at NIST

Mr. FaTTAH. For doubling them——

Dr. GALLAGHER. For doubling——

Mr. FATTAH. Right.

Dr. GALLAGHER [continuing]. That is correct. One way to look at,
you know, what is the optimal size, this is always difficult to do.
But NIST is unusual in a couple of ways. One is its size, it is rel-
atively small compared to the other major national laboratory ac-
tivities. It is also, it is very diverse technically. It is probably the
broadest collection of technical activities because the measurement
science field does not confine it very much. So it is extremely
broad. And if you look at serving industry as a primary mission
area the amount of technological activity in industry has continued
to grow over the last twenty years whereas the NIST laboratories
have been flat or decline. So as a percentage of the industrial effort
we have lost a lot of ground in the last thirty years.

It comes back to this role of government question. I think, you
know, we have tended, it has tended to be easier to focus on those
areas where there is an overriding national need. Energy, defense,
aerospace, where we can justify the stronger involvement. When
you look at activities that are most crosscutting I think that has
been the harder issue. And I think that comes back to a point the
Chairman raised at the very beginning. Where we are looking at
th?’1 erllithusiasm gap maybe in the attendance of the hearing. But
I thin

Mr. FATTAH. That is all right. The Chairman and the Ranking
Member, we are very enthused. So even though no one else may
be, we are enthused. But thank you, sir, for your testimony. Thank
you.

Mr. WoLF. Thank you. We are going to go to Mr. Aderholt in a
minute. I just want to just ask one question, to give you time,
okay? It will be good when we can remove this issue from the polit-
ical attack and debate back and forth. I worry, my wife and I, we
have five kids and I have fifteen grandkids. And I worry about the
future of our country. And Norm Augustine made a comment at an
event that I had on a bill to create a deficit commission to deal
with that. He said in the sixteenth century, Spain was the number
one country, and that is no longer the case. Seventeenth century,
it was France. We used France at Yorktown to gain our independ-
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ence. The nineteenth century, the British century. The twentieth
century, he said was the American century. But yet it was in
doubt, in essence, what the twenty-first century would be. Would
it be the American century, or would it be the Chinese century?

I believe if we come together, we are going to have differences
on a lot of different issues. But if we can come together with the
American ingenuity, and the free enterprise system, it can be the
American century. But I worry when I see the Chinese and others
so cooperating with their government, in manufacturing, and doing
things like that, that we could see us begin to decline. And as these
jobs leave America, that the manufacturing jobs leave. And some
have said, “Well, it is manufacturing but we have the R&D.” Well
if all the manufacturing leaves the R&D begins to go. And we are
seeing companies, American companies, opening up amazing facili-
ties and beginning to move a lot of the R&D offshore.

So for, you know, my grandchildren, and for the future of Amer-
ica. But this issue becomes so politically charged. So how do we
take it out of that? And some have said on the MEP, “Well, it is
too much government involvement.” Well, the internet came
through the government. You know, and I would hold my creden-
tials as a conservative Republican up against anybody in this Con-
gress. But I want to help America. And on the bill that I have, with
regard to repatriation of jobs, I have actually had somebody say,
“Well, would be an expenditure there?” We give tax credits to com-
panies to return home. We also will reshape some EDA grants to
go to a locality so that if they are going to bring a plant back from
China that they can have an opportunity for a water and sewer
grant. Or something like that.

But so I would hope that we could, and I think it is important
for your agency to stay totally out of these political debates. But
hopefully we have to come together to fashion a policy that we can,
and in the aviation area, much of the aviation with regard to Boe-
ing really came out of much of what was done in the Defense De-
partment. And we see the spinoffs in NASA. So some time I would
be interested, and I want to go to Mr. Aderholt, to hear your com-
ments. And not here at the hearing, but you can come by to tell
me. What you think we can honestly, ethically, and morally do to
enhance the manufacturing base of this country?

When I see Apple, you know, many people have iPods, iPads,
iPhones. A large number are being manufactured in China. Well,
they ought to be manufactured in Alabama, or in Pennsylvania, or
in Virginia. And it takes a certain technical skill to do that. But
I would like to know what you think. And after I put in my bill
with Senator Warner in a week or two maybe you can just set up
a time to come on by. When you are going to be downtown, do not
make a, and we can see what we can do to actually craft a manu-
facturing program that brings jobs back and creates jobs for Amer-
ican citizens, and yet can eliminate this debate that we are having
so we can have a unified policy. So the twenty-first century will be
the American century.

MANUFACTURING EXTENSION PARTNERSHIP PROGRAM

Mr. ApeErRHOLT. Thank you. Thank you, doctor, for being here.
The Alabama Technology Network, the ATN, is a recipient of MEP
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funds. And I think we have, and our district has been most im-
pressed by the work of NIST through those funds. And the Ala-
bama Technology Network, they tell us that for every dollar it re-
ceives in their MEP funds the government gets back about $76 in
return. The Alabama Technology Network has attracted significant
private investment and saved or created well over a thousand jobs
in Alabama last year. What my question would be, can you tell us
a little bit how those MEP funds are allocated? Just for our clari-
fication?

Dr. GALLAGHER. Thank you very much. It is always great hear-
ing the success stories coming from the MEP program. It is a re-
markable partnership with small- and mid-sized manufacturers.
The way the funding currently works in the program is actually in
two parts. The one-third, the maximum one-third federal cost share
part that supports the day-to-day operations of the MEP centers
constitutes up to about $110 million of the request level. The re-
mainder is what we call next gen. It is basically the part of MEP
that is working with centers. It is actually done competitively. We
issue a call for ideas and the centers can compete for these addi-
tional funds to develop if they have ideas for new services. In other
words, how to match small- and mid-sized manufacturers with new
technologies. A very active area right now as manufacturers try to
diversify their products and move into new markets. Or to work
with small- and mid-sized manufacturers to increase their exports.
Most of the growing markets are overseas and this is a barrier for
many small- and mid-sized businesses. How do they work if they
are going to start working with exports? Or how did they become
part of an important supply chain? So we have been working with
DOD and the defense logistic agencies so that when Defense needs
parts in certain areas we can rapidly hook them up with manufac-
turers who are willing to supply those types of parts and compo-
nents. Buy American Acts, you know, when there is a requirement
under a certain type of construction to supply something that is
Buy America to satisfy it what we can do is use this MEP network
to get that request out to the manufacturers and say, “Hey, can
you make this?” And provide that as an opportunity.

Those types of, those are sort of new ideas that are coming from
the manufacturers about ways that this programs can support
them. And that is what the additional $30 million is used for. We
use it as a competitive program to help them take an idea like that
and develop it into a program. And then as I said, what happens,
because the program ties all of these centers together through this
network, is they can rapidly see what works and what does not and
can adopt these programs for their own use.

Mr. ApErHOLT. What as far as the state allocations, is every
state guaranteed a certain amount? Or is it awarded on merit? Or
how does that operate?

Dr. GALLAGHER. I do not know the algorithm that determines, I
do not believe there is a state cap for how much each state can get.
What there is in the statute is the federal share can account for
no more than one-third of the total funding. What the other two-
thirds are made of actually varies a lot from state to state. In some
cases the states are directly investing in these activities and are
full participants with funding. In other cases fees that are collected
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from the manufacturers make up part of it. So it is very diverse
in terms of how states, you know, how the centers approach the re-
mainder of the cost share. And they, the way we determine who
runs a center is on a merit basis. So there was initially a competi-
tion and we evaluated that, and there is a regular review process
that is carried out. And that is what the MEP staff are doing, is
working with the centers. We want the centers to succeed, so it is
not a punitive review. But we are trying to make sure that these
centers are delivering the maximum benefit as possible. So if there
is a center that is having problems we work with them as much
as possible before we would go to a, you know, we would need to
recompete.

Mr. ADERHOLT. Well I think one reason it has been significant
in Alabama is because we have lost a lot of manufacturing jobs in
Alabama, which a lot of states have. And not to say that Alabama
is the only state that falls into that category, but needless to say
some states have fallen in that category more so than others espe-
cially when it comes to manufacturing. And you may not know this,
but do you know if there is any way that those states that have
lost more manufacturing jobs, is that taken into account when
these funds are distributed?

Dr. GALLAGHER. No, we have not been adjusting the distribution
funding based on these changes in manufacturing levels. Because
the programs themselves are saturated. In other words they are,
you know, as effective as this program is it is not large enough to
address all of the small- and mid-sized manufacturers who might
desire these services. So even though there has been sizable manu-
facturing reductions in certain states it is not at a level where
there is excess capacity in the MEP centers to our knowledge at all.

Mr. ADERHOLT. So based on your comments when I originally
mentioned the MEP program, you have seen a lot of successes
through those funds, I take it? Throughout your time at the De-
partment of Commerce?

Dr. GALLAGHER. I have to confess, it is one of the most enjoyable
parts of my job, is to go visit some of these manufacturers and see
what they are doing. You get very excited that, you know, you are
seeing all of the things that we care about. The American inge-
nuity, the excitement in moving into new areas. And anyone who
has not done it should because you will realize immediately when
you start visiting these companies that manufacturing is not what
many people picture it to be. This is some cutting edge, high tech-
nology work in very small firms. This is not just sitting and doing
repetitive manufacturing tasks over and over again. American com-
panies, when they are succeeding, they are providing the highest
performance products. They have some of the highest productivity
levels in the world. And you see it all when you go into some of
these centers. So it is some of the most exciting, it is one of the
most exciting things I get to do in my job.

Mr. ADERHOLT. Thank you. Thank you, Mr. Chairman.

Mr. WoLF. Thank you, Mr. Aderholt. I just, the staff just gave
me this thing here, an AP story. It is in Tokyo. Japan’s North-
eastern coast has been rattled by a strong aftershock. The Japa-
nese meteorological agency has issued a tsunami warning for a
wave of up to one meter. The warning was issued for a coastal area
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already ravaged by last month’s tsunami. Officials said the quake
was a 7.4 magnitude and hit twenty-five miles under the water and
off the coast. And I just hope we can get the head of NOAA to tell
us that they are going to put one of these conferences are. But
what if 7.4 hit off the coast of California? Or off the coast of Atlan-
tic City? What would the impact be? I know that is a different con-
figuration, and but——

Dr. GALLAGHER. Yes, I do not have a detailed knowledge of the
seismological conditions there. I know that the type of geological
structures that we have on the West Coast in some cases are quite
similar to the one that is causing these earthquakes in Japan. I
know that USGS has risk hazard maps. That is one of the things
that has developed under NEHRP. And what we are developing is
a capability to look at the structural integrity of how we built
things according to these maps. So our ability to start under-
standing the risk is improving. But off the top of my head I cannot
project what it would be like.

TECHNOLOGY INNOVATION PROGRAM

Mr. WOLF. You are requesting a total, this is the Technology In-
novation Program, a total program level of $75 million and eighty
FTEs for the Technology Innovation Program. This amount is $30
million above, or 67 percent higher, than that which is in H.R. 1.
What? research efforts have been funded thus far under the pro-
gram?

Dr. GALLAGHER. Thank you. So the TIP program, of course, is
one of a few that are called proof of concept programs in the federal
government that are designed to look at high risk, high payoff ad-
vances in science and technology in a focused area. The program
is fairly modest in size for a program that is trying to do that. So
what we have tried to do to maximize impact is take advantage of
the fact that the program calls for us to define what is called a crit-
ical national need. Justification for why we would make federal in-
vestments in a particular area. And we have tried to focus those
so that within, we get high quality proposals in that area.

The first of the competitions was held in 2007. It was in the area
of civil infrastructure, looking at new technologies to assess the
condition of road surfaces, bridges, this type of physical infrastruc-
ture that we rely on. We are taking this infrastructure well past
its design lifetime and of course the big challenge is how do you
assess condition to make meaningful maintenance or replacement
decisions? And we think technology could play a role.

All the other competitions that have been held since, in 2008 and
2009, have been in the area of manufacturing. Either nanomanu-
facturing or biomanufacturing. We are looking at these emergent
areas where as a country we have made deep investments in the
underlying research and now we are beginning to see the real
promise coming out in terms of technologies that are being made.
And so we think that is, those have been ripe areas.

So the program has focused, with the exception of the first call
in civil infrastructure, in the areas of manufacturing, in advanced
manufacturing.

Mr. WoLF. Well in last year’s hearing the TIP program was dis-
cussed and you referred to it as a pilot then. The program was just
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begun in 2007. You reported that NIST would have to evaluate the
results of the program to determine if it should continue. So have
you taken that analysis?

Dr. GALLAGHER. Well the discussions are certainly still con-
tinuing. My feelings have not changed since last year. That if the
intent of the program is to have a broad national impact in looking
at breakthrough technologies in all areas of national need, it is
hard to imagine how we would do that with a program that has
been funded at $70 million to $75 million a year. So what we have
done is we have tried to create much narrower focal points for the
program so we can have an impact there. And we continue to look
at the size of the program whether this makes sense to do it.

In the context of the 2012 request I think one of the reasons it
has an increase has to do with the fact that these narrower areas
of focus have been in manufacturing. So this is really reflecting the
Administration’s desire to increase funding in breakthrough tech-
nologies for manufacturing. I do not think that means we have
stopped looking at the effectiveness of the program. And we will
continue to work with the committee as we have those discussions.

Mr. WoOLF. Because we have here, you stated last year that TIP,
you could really not, you expected impact, unless the funding were
significantly increased. And the climate that we are in now really
will not allow that option, even if we wanted to do it. So does that
make this relatively small program a lower priority in comparison
with your core research activities?

And as you know, I think, Mr. Fattah is supportive and I am
supportive. I mean, we are not looking to rip the NIST budget up.
And I think we would like to plus it up, if we could. But make sure
that, you know, I can spend a little bit on this, and a little bit on
that, and a little bit on this, and a little bit on that, and you get
nothing. Whereas if you really hit. So if you had to prioritize pro-
grams given the fiscal constraints, you know, where does TIP rank
in relation to other core NIST programs? And the MEP that we
have been talking about? And I know it is hard to say what one
of your children do you want to put out for, you know, but because
of where we are now I think we have got to look at some of those
things.

Dr. GALLAGHER. So I, yes, this is always tough. And I think, your
priorities depend on where you set funding levels. I think my feel-
ing remains unchanged. That as TIP was designed, which was to
have broad national impact in a broad set of areas of critical na-
tional need, it is underfunded to do that. And in fact the way the
authority was put together requires a lot of program management.
So we have a lot of staff managing this relatively small program.

From that context, if the decision is made, as you do your very
difficult job of optimizing these budget choices, that we cannot
grow that program. It would not rank very high on my priorities
because I think given a smaller amount of money I can think of
programs that could have a much bigger impact.

One of the reasons we proposed the Advanced Manufacturing
Technology Consortia Program, AMTech, is precisely for that rea-
son. It is a relatively small program. But what AMTech is designed
to do is to bring competing companies together to not just work to-
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gether but to fund the work they are doing together. The model is
really SEMATECH.

Mr. WoLF. Well then are there other programs? Assuming the
committee had a conversion like Paul on the road to Damascus and
said, “Well this is just, we have got to do this.” Are there other
areas—and I am not going to pin you down here because I think
you have to think about this because you are talking about real live
programs and people. Are there other areas that you would say,
“This I think is so significant for the future of America that I would
prepare to,” I mean I have got some other questions, some we will
get to, some we will not, and we will just submit them for the
record. But, “I would be prepared to give up there.”

Again, we are not looking to take you down. And I think if you
can just think about that and let the staff know. Are there some
other areas that because you like to do this, I mean, I would like
you to be able to move ahead and clean the clock of the Chinese,
if you can. But, so where would we get that if we wanted to give
you that increase? And I cannot speak for Mr. Fattah, but I think
he would feel the same way as we were to——

SMART GRID

Mr. FATTAH. You can speak for me anytime, Mr. Chairman.

Mr. WoLF. No, well I, no I cannot, either. But if you could sort
of let us know, I do not know how close we are coming, but we have
a smart grid question here. You are requesting $9 million to con-
tinue research on smart grid. What is smart grid? And why is this
important research? And where do we rank with respect to other
nations?

Dr. GALLAGHER. So smart grid is the combination of information
technology with the technology used to manage the distribution of
electricity. What that means is pretty diverse. It goes all the way
from equipment that is on the high voltage lines that manage the
actual power management at the national and regional level, all
the way to smart meters and smart appliances that could go into
homes. So you could imagine within a given building you are en-
hancing your ability to manage when you consume electricity and
can you take advantage of pricing.

Mr. WoLF. Which is important.

Dr. GALLAGHER. Which is very important, because if you do not
do that, you cannot store electricity anywhere. So you have to build
your system for where your peak loads are, and that is a very ex-
pensive proposition. So if we can enhance our ability to manage it
there is a very large benefit.

Mr. WoLF. How do we compare with other nations?

Dr. GALLAGHER. Right now we lead the world, I believe, in the
development of smart grid technologies. The challenge here is,
there is some research challenge. But the real issue is you are de-
veloping something kind of like the internet. You are going to have
a bunch of different devices that need to talk and work with each
other. So coming up with a set of standards that industry can agree
on, in terms of how they are going to share information, or how a
certain device is going to connect and talk to another device, how
that is going to be done securely so we do not introduce new
vulnerabilities into the system as we increase its ability to do all
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the good things is an enormous challenge. It is very similar to cre-
ating a set of standards around, for example, 4G wireless tech-
nologies, or the internet. It is allowing this sort of very high degree
of interoperability.

At the present time my personal view is that the effort on work-
ing with industry, we have 600 or 700 participants in this effort.
We are working with all the major companies, utility companies,
utility commissions. And this, the level of complexity of a system
like that is very high. And this is moving as fast as any technology
of this complexity I have ever seen.

Mr. WOLF. So this is important?

Dr. GALLAGHER. This is incredibly important.

CLOUD COMPUTING

Mr. WoLF. You know, I was the author of the bill to, called Jour-
ney Through Hallowed Ground, to preserve and protect land com-
ing from Gettysburg down to Route 15, down to Monticello. Gettys-
burg Civil War, Monticello the Revolutionary War. VEPCO wants
to bring, and some others, to take up, so the smart grid is impor-
tant. I am not so sure that most of that power is not coming to
Northern Virginia or the Shenandoah Valley. It is heading up to
New York City. So I am for anything that you can do to kind of
make sure that you can do whatever you would have to to protect
and preserve, but at the same time. So I just wanted to get that
on the record. But if you can keep us informed on that, too, because
I am interested because of the impact that it is having on the State
of Virginia.

On cloud computing you are requesting an increase of $5 million.
Would you explain what cloud computing is? Please explain, and I
am going to combine some of these questions and then to go to Mr.
Fattah. And how you are working to ensure that government infor-
mation will be as secure as more and more information is
outsourced? And then, I am combining, we have read that IBM is
investing in a new cloud computing data center in Singapore. They
have seven such cloud labs in the Asia Pacific region. Where do we
stand with respect to our competitors in cloud computing? So what
is it? And where do we stand?

Dr. GALLAGHER. Cloud is a frustrating term because it is a little
bit like manufacturing. It is one of these terms that is so broad
that a lot of different things fit into it. In short, cloud is basically
exploiting the internet to provide certain types of functions that
youdwould normally now deal with in what is called an enterprise
mode.

So if I am an organization and I need certain computing capacity,
I would need to buy the computers, buy the servers, buy the inter-
nal internet, buy the software that I run on those servers and ev-
erything would be controlled and run by my own organization.

What being on the internet at very particularly high speed inter-
net allows you to do is basically break that model. For example, I
don’t need to buy the software. I might simply be able to let folks
in my organization use web applications that would provide that
service, so I don’t need to build a data server. I can actually store
the information through the internet and somebody else can provi-
sion it.
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What it actually does is, it is the full use of the internet to pro-
vide either IT services, IT software or IT capacity. And the advan-
tages are pretty significant because it is a change in business
model fundamental. It allows for very great efficiency. They can
rapidly deploy and you don’t need to write software and buy ma-
chines. You can very rapidly reconfigure information.

Mr. WoLF. Why would IBM invest in a new cloud computer data
center in Singapore? There are seven cloud labs in the Asian-Pa-
cific region. Where do we stand? Where does America stand?

Dr. GALLAGHER. Well, again, I think that in the information tech-
nology arena, American companies are still at the forefront, so I
think in terms of:

Mr. WOLF. But, you know, it is like a guy in a race. You can be
in front, but last time he would have been so far that nobody would
have been near him but somebody’s near him now and so I think
it is somewhat deceptive to say we are out in front. How far out
in front? Are we gaining or are we falling behind? So I mean, why
would IBM—I worry some of these companies—it is Asia, Asia,
Asia, but how do we compare with abroad and why would they not
build them here in the United States? And are U.S. companies
making similar investments here in River City where we live, here
in the United States?

Dr. GALLAGHER. Well, the answer is yes. I think companies like
Google and Gmail and Amazon, these are all very much cloud-serv-
ice type activities. I think this is going to be a global phenomenon.
This is basically a business model approach and most IT related ac-
tivities are going to end up being cloud based, so I think you are
going to see IT investments in cloud services all over the world be-
cause the market is growing all over the world. The challenge in
this is that a narrower issue, which is if we are going to ask federal
agencies to start preferentially looking at cloud before they make
big investments in buying, what are the ramifications of doing
that?

If it is just a data service, where is that data residing? Do we
still meet our obligations to protect that data? Do we, once the data
is in the cloud, are we handcuffed to that one provider because if
I change the company that is providing my service the data can’t
get moved over there.

Is it wuseable? Are these things still providing the same
functionality we had before? So the NIST effort is really trying to
address what the federal CIOs are dealing with. If I am going to
look at cloud for either storing data or providing some applications
or web services, how do they meet their obligations that are still
there to protect the information to ensure data portability and en-
sure usability?

Some of that, what we will do right now is we will leverage exist-
ing policy, but I think the thing that makes cloud so tricky is it
basically breaks existing policy. Everything we tell agencies to do
now in terms of how they manage their assets has to do with how
they control all of the assets. It is their computers, their people
running the computers, and all of the services are on their sites
and that is no longer the case under various types of clouds, so how
do they continue to meet their responsibilities under this?
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So we will use Scotch tape and bailing wire initially to develop
in areas where we think it is okay to do that with existing policy.
But the real challenge is, it tends to be a standards and a con-
formity assessment problem. How do we get industry to show us
that they can meet our requirements in a way that is robust and
it is a way that we can actually trust a particular cloud service
that meets our needs to protect public information that we have in
our systems and protects all of the requirements that haven’t
changed?

Mr. WoOLF. Are foreign information technology firms investing
here in the U.S.?

Dr. GALLAGHER. I am sure they are. Again the question is, to
what extent federal agencies are going to use those types of serv-
ices, and I think that is what the Federal CIO community is ac-
tively struggling with now. How do they reinterpret their obliga-
tions to protect information in the context of all these new services?
And we are doing everything we can to provide a basis for them
to do that.

Mr. WoLF. Mr. Fattah.

Mr. FAaTTAH. Well, this is a very sensitive area, but I am not
going to delve into it other than saying that we do have certain
protections related to the ownership of broadcast and communica-
tions entities, and farm land, and I think we have to think anew,
because that was done a long time ago, about what other areas
from our own national interests we need to section off from, you
know, significant foreign ownership because we are competing with
economic competitors and we have to be careful that we don’t want
them to understand our—you know, to be too kind of close in to our
huddle either. So you have to kind of think this through and move
in this internet age.

But I want to go back to the original subject because I want to
make a request of you, but I want to mention, and one day we will
get you to Philadelphia and take you around, but Cardel Industries
is a fascinating company in Philadelphia, a manufacturer, a couple
of thousand employees, no competitor in the U.S. They make what
are called refurbished auto parts, and a number of places have re-
quired them because they are cheaper to use these refurbished
auto parts. This is 10 percent of the manufacturing job base in
Philadelphia. It is a fascinating company, family owned. They have
a chaplain service. They have prayer in the morning and they get
to work.

And they have been doing this so well that, you know, like I said,
they have no other competitor anywhere in the U.S. Over in West
Philadelphia is a place, we have a high school there called West
Philadelphia High and it competed in the XPRIZE to develop a car
that could go 100 miles on a gallon of fuel and they beat out Toyota
and they beat out MIT and they beat out—they were the only high
school among 110 teams. And they would have won the final, but
their car only ran 80 miles, so they didn’t win, but they hooked up
with the entity that did win, Edison, and now they are working on
manufacturing this car.

It is fascinating. It is not so much the kind of IQ only. The part
of it is the desire and the enthusiasm to get something done and
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these kids have done a remarkable job of—I mean, all these compa-
nies have spent over $100,000,000 on their entries in this contest.

So part of what we have to do is, we have to challenge ourselves
and then we also need to find opportunities for us to demonstrate
our interests in this area, which gets to my request. And I am sure
that the Chairman will join in with me. I would be very interested.
I am going to send you a letter, because I have done this for the
Chairman, I am going to send you a letter asking if, through the
MEP program, we could put together essentially a catalog of Amer-
ican manufacturers so that when people are looking to have some-
thing made, then we are trying to get something done, and they
want to use an American company to make it, they have some
sense about where they can go to get it done, you know.

So you have this Cover Sports in Philadelphia. They make tarps,
but they also have a little contract with DoD, just a little teeny
$100,000 contract where they make these bags made of some of the
tarp material for some of the nuclear waste on the subs. So, you
know, we need to focus our efforts on making sure that the capa-
bilities that exist here are utilized.

So I am going to send you a letter, and I am going to get the
Chairman and do—our staffs will work together to get it over, and
I think it will be good because then, at least when people want to
buy something who need a product or a widget made, there is real-
ly no reason for them to be looking some other place to get it made,
and there are people here who can do anything, and I think that
is part of how America is number one today, how it could be num-
ber one tomorrow, but we have to make sure that people know
about these capabilities, and they don’t exist only in Philadelphia.

We have 1,300 manufacturers. We've got 5,000 in the region, but
there are manufacturers all over our country. Some are in the MEP
program. Some are not, but I think at a minimum if we could get
a, you know, obviously in this day and age they wouldn’t be in
print, but it would be probably in some online format, so that com-
panies and individuals and inventors who want to get their product
made can find someone who can do it.

BALDRIGE PROGRAM

Mr. WoLF. I think that is a good idea because I think when par-
ticularly some of the Fortune 500 are looking to, let us say in the
space program, to do a certain thing, they have places they can go
to. Maybe the MEP people could put that all together that they
could look for an American manufacturer before—or even someone
who is somewhere in the area who could then add on and do that.
I think that makes a lot of sense.

The Baldrige Program, is it core scientific NIST activity? And we
are down so that is why we have been moving, so there is a vote
on and we will have to leave in a minute. Is it a core scientific
NIST activity? You are reducing it from $10,000,000 to $8,000,000
with plan to transition out.

Dr. GALLAGHER. It is not a scientific activity, but it has been a
core NIST activity since it was first created in the late 1980s.

Mr. WOLF. Yes, I remember it as being at Commerce, but how
do you envision this transition to non-governmental funding taking
place?
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Dr. GALLAGHER. I don’t know the answer to that yet. So what we
have done is we have signaled that we would like to move in this
direction with this request and what we are doing right now is en-
gaging with the Baldrige Foundation. Baldrige is really already a
public private partnership?

Mr. WoLF. Is it? Is their funding, is it all private?

Dr. GALLAGHER. Yes, there is a foundation with an endowment.
They provide funding through the endowment. Of course, at the
time it was set up, the cost share was set up one way and so the
endowment size was limited to the size of the contributions into the
endowment, so it lowered the barriers for doing that.

So I think the name of the discussion now is—has the program
matured to the point where it is worth reevaluating where you
draw that public/private line, and that is the discussion we have
started with the foundation. And I think until we see what the op-
tions are and what the consequences of the options are, it is pre-
mature to start talking about what the implementation would be
towards a particular goal.

Mr. WoLF. All right. And that is underway?

Dr. GALLAGHER. That is underway.

POSTDOCTORAL RESEARCH ASSOCIATESHIPS PROGRAM

Mr. WoLF. That is underway. You are also here on, we covered

MEP pretty extensively. Is that the education one there? Page 9 on
ost-doctoral research. You are requesting an increase of

53,000,000 for a total of $14,400,000 for your post-doctoral research
program. We are concerned. I am. I should say “I” rather than
“we.” But America is falling behind our competitors with respect to
the number of students in technical fields. Would the additional
funding enable NIST to hire up the authorized level of 120 associ-
ates? And with regard, if you can make that fast so I can then go
to Mr. Bonner, he can ask whatever questions.

Dr. GALLAGHER. The answer is yes. It was designed to restore
the program to its full scale, so.

Mr. WOLF. And are you concerned about America’s competitive
edge falling behind?

Dr. GALLAGHER. Yes.

Mr. WOLF. You are. And if you have any studies where we have
directed NSF to do a study on how do you get young people to be
active and major in the sciences, and from maybe up to fifth, the
numbers fifth or sixth grade to begin to go. What do you think we
have to do to encourage more people perhaps on a longer-run basis?
And maybe if you could call the head of NSF and see what they
are doing and how you may cooperate with them, I would appre-
ciate it.

Mr. BONNER. Mr. Chairman, I don’t know where we are, and I
apologize for being late.

Mr. WoLF. That is okay.

Mr. BONNER. I can put these question in the record. That’s fine.
If you are close to concluding——

Mr. WoLF. No, you are fine. No, no. You go ahead. No, no.

Mr. BONNER. Dr. Gallagher, forgive us, those of us who came in
late for these
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Mr. WoLF. There are so many hearings and people bounce back
and forth.

Mr. BONNER. Not having the benefit of hearing the conversation
between you and the Chairman and the Ranking Member, I want-
ed to just ask a couple of quick questions. In your testimony you
identify only two proposed cuts, I believe, to the fiscal year 2012
budget, and forgive me if this question has been posed and it has
been answered, but in light of the serious financial situation that
we are in, acknowledging that what you do at NIST is critically im-
portant to our country’s future, can we tell our constituents back
home and the taxpayers of this country that that is all we can
squeeze out of this funding request?

Dr. GALLAGHER. This tension between looking at the fiscal situa-
tion, trying to get the budget deficit down and looking at, particu-
larly in this request is dissident, and I think what the Administra-
tion did was to set a top level number that was fiscally responsible,
but then optimize under it.

What happens at NIST is that the mission of NIST to promote
innovation and industrial competitiveness, basically, is exactly
aligned with what the President put as the centerpiece of driving
economic growth through supporting technology innovations.

So it is hard to see in our programs that it is uncomfortable. I
can tell you almost all of my programs are looking at increases, but
it is really where the optimization took place. What we tried to do
is, since all of our programs were ones that were aligned with this
priority is, we certainly looked internally and have tried to target
Administrative savings. We are trying to improve alignment with
outside agencies who are doing similar things. We are trying to
drive efficiencies that way.

I think this is a very responsible request from that point, so I
think you certainly can reassure constituents that we are doing ev-
ery%hing we can. We are very cognizant of this need. It is quite
real.

MEP COST-SHARE

Mr. BONNER. Then the other question. The Hollings MEP has
been successful in my home state, and I am from Alabama. In
leveraging state and local funds to support efficiencies, especially
in the manufacturing industry such as timber, pulp and paper,
which has just been so devastated over the last, really over the last
several years, but certainly over the last few years, of your other
programs can you highlight which have such a significant state
matching requirement and is this a model that should be better
utilized where appropriate?

Dr. GALLAGHER. So the MEP program sets a limit on the federal
share, up to one-third. It doesn’t actually stipulate a state funding
level. In fact, the approach across the United States is pretty di-
Vﬁrsg in terms of how the MEP centers provide the remaining two-
thirds.

It does align very well with what states have always focused on,
this type of outreach to business. So most cases the states are in-
volved and frankly the success of the MEP centers is strongly re-
lated to how involved the states are. That is one of the key ingredi-
ents for success.
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Many of the programs in NIST actually work closely with the
states, all the way from our laboratory program—because NIST
has no regulatory authority where technical, non-regulatory agen-
cies do. For example, even in weights and measures programs
where we are defining how do you do certain measurements, we
work with all 50 states because they are the ones that actually set
the requirements, so we are working with every state in those
areas.

The TIP program, which provides funding for high risk, high
payoff research has a mandatory 50 percent cost share requirement
and the makeup of that requirement is quite diverse but often in-
cludes public universities and other funds.

So we were talking about when you are in this area of innova-
tion, you know, one end is pure research and we are very com-
fortable with the federal government. The other end is purely com-
mercial and we know there is private sector activity. It is the area
in the middle that is tricky but it is critically important because
if you don’t connect the two sides, we don’t get the optimum effi-
ciency out of our ability to take up new ideas and turn them into
successful products and services.

And I think one way of getting around that is to have public-pri-
vate partnerships, cost sharing and other arrangements to make
sure that that is handled correctly. It is a very important point.

Mr. BONNER. Thank you.

Thank you, Chairman.

Mr. FATTAH. Mr. Chairman, can I follow up on that real quick?
Is the one-third federal participation in terms of MEP, is that in
the America COMPETES Act? Is that a statutory requirement?

Dr. GALLAGHER. It was in the original authorization language for
MEP. In fact, in the COMPETES Act there is a requirement to
study that cost share, so the GAO was asked to specifically look at
the cost share, determine whether it should be increased to as
much as 50 percent. They just released a report this week that we
will have to take more particular

Mr. FATTAH. My point is that this is something that the Congress
said.

Dr. GALLAGHER. That is correct.

Mr. FATTAH. That you are following.

Dr. GALLAGHER. That is correct.

Mr. FATTAH. And we also are studying whether we might make
some changes in it, and that is important to note because I know
a number of states feel burdened. They love their program, but ob-
viously that is something that if we said it, we are going to have
to change it. Thank you.

Mr. WoLF. Thank you for your testimony. There will be other
questions from probably a number of others submitted for the
record. And I, personally, want to thank you for you and your peo-
ple and for what you do. There has been a little concern that I have
had quite frankly and I think if you just look in my voting record,
I am a conservative Republican. I am pro-life, strong on fighting for
strong defense and all the things, but I really get a little concerned
when I see the criticism with regard to a number of federal employ-
ees.
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And T just looked at your bio. You were with the Agency for 19
years. You can go out, as I said to Director Mueller yesterday, you
could go out and make a lot of money. Are you married? You have
family? Yes. You can make a lot of money. IBM, these guys would
pick you up at a drop of a hat. And you have stayed, and so I ap-
preciate the fact that you haven’t turned this into a coin operated
thing where you can go out and work for the Chinese or do some-
thing like that or work with a maker online but stayed to do what
is good for the country. So, thanks.
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The Honorable Chaka Fattah
House Appropriations Subcommittee on
Commerce, Justice, Science and Related Agencies

Questions for the Record
Hearing on the FY 2012 Budget Request
of the National Institute of Standards and Technology

The budget request for Construction of Research Facilities includes $59.2 million for
safety, capacity, maintenance and major repairs. What is the current state of the
maintenance backlog at NIST facilities, and how does the budget request address this
problem?

Answer: The Safety, Capacity, Maintenance and Major Repairs (SCMMR) annual base
program provides funding for safety improvements as well as ongoing, recurring, and
preventative maintenance and major repair of the NIST physical plant in Gaithersburg,
Maryland; Boulder and Fort Collins, Colorado; and Kauai, Hawaii. The current deferred
maintenance backlog is approximately $463 million. The $59.2 million requested in the
FY 2102 budget will allow NIST to continue the annual routine maintenance as well as
continue to address the most critical backlog items to meet NIST’s research mission.

I understand that NIST provides some training for middle school science teachers. Can
you give us an idea of the ways in which the teachers and their students benefit from this
training and how it helps advance the overall goal of advancing education in science,
technology, engineering, and mathematics? In what other ways is NIST helping to
improve student education in science, technology, engineering, and math?

Answer: The goals of the NIST Summer Institute are to increase understanding and
awareness of science in middle school teachers in Maryland, as it relates to the science and
engineering topics of measurement science research at NIST. The program introduces
teachable tdeas in line with middle school curricula, with lessons that can be immediately
implemented. Benefits for the teachers include: increasing the teachers’ understanding of
the subjects they teach; connecting NIST research to an ever-growing number of
classrooms and middle school students; rekindling teachers’ enthusiasm for science;
increasing knowledge of how scientific research is performed; creating a teacher-to-teacher
network from different schools across the country; and linking teachers to scientists and
engineers at NIST with whom they can consult when they have questions on science,
technology, engineering, and math (STEM) topics.

NIST has educational programs that address kids K-12 all through the STEM pipeline to
postsecondary programs and beyond. Ongoing K-12 programs include the Adventures in
Science program that runs from October to April on Saturdays, and Adopt-A-School,
where NIST staff can volunteer to local school districts in several capacities, including
tutoring, presentations, and mentoring.
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There are also several large one-day events that take place at NIST, such as Take Our
Daughters and Sons to Work Day (both Gaithersburg and Boulder campuses) and the
program“Science: Get Psyched!™ at the Gaithersburg campus. NIST staff often act as
mentors for high school interns and also for individual science projects varying from those
for local science fairs to those submitted for the nationwide Intel Science Talent Search.
The NIST Chapter of the Sigma Xi also sponsors a Measurement Science Award for High
School Students’ Science Fair Projects. High school students have the opportunity to apply
for internships across the NIST laboratories, through a program called SHIP (Summer
High school Internship Program). They also can receive mentoring for science projects,
again ranging from local science fairs to the Intel Science Talent Search.

NIST provides opportunities for undergraduate students, graduate students and
postdoctoral associates to engage in world-class research at NIST’s unique research
facilities. The Summer Undergraduate Research Fellowship (SURF) program is a 12-week
program where students apply through their universities and if chosen, can participate in
research projects from areas across NIST’s laboratories in Gaithersburg and Boulder. In
addition, NIST participates in the Department of Homeland Security (DHS) Summer
Internship program to promote research areas of interest to DHS. The NIST-Boulder
campus offers the Professional Research Experience Program (PREP), which awards
fellowships to qualified applicants and provides valuable laboratory experience to
undergraduate students, graduate students, and postdocs. NIST partners with different
universities and provides facilities and mentors for numerous graduate students and
postdocs in both formal and informal collaborations. The formal collaborations include
NIST’s joint institutes: JILA (with University of Colorado); University of Maryland
Biotechnology Institute (with University of Maryland), Hollings Marine Laboratory (with
College of Charleston, The Medical University of South Carolina, NOAA and South
Carolina Department of Natural Resources), and the Joint Quantum Institute (with
University of Maryland).

The largest NIST postdoctoral program is the NIST Postdoctoral Research Associateship
Program, which has a 55 year history of excellence in identifying and recruiting world-
class postdoctoral scientists and engineers to work at NIST. An outgrowth of this program
is the National Institutes of Health/NIBIB/NIST Joint Postdoctoral Research Associateship
program, emphasizing interdisciplinary research at the interface of the biological and
physical sciences. Outstanding international scientists and engineers also have the
opportunity to do collaborative graduate and postdoctoral research work at NIST through
NIST’s Foreign Guest Researcher program.

Most of the NIST educational programs are supported "in-kind", i.e., individual NIST staff
members contribute their time, either during work hours (with supervisor approval) and/or
after-hours to organize or participate in these events. There is no separate NIST budget
set aside for these activities, although individual NIST Organizational Units may
contribute when appropriate. The exceptions are the NIST Summer Institute for Middle
School Science teachers and the NIST Postdoctoral Research Associateship Program.
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The Honorable Tom Graves
House Appropriations Subcommittee on
Commerce, Justice, Science and Related Agencies

Questions for the Record
Hearing on the FY 2012 Budget Request
of the National Institute of Standards and Technology

1. On April 7, 2011, I wrote the attached letter asking you to represent in detail how your
agency would operate with a 25 percent reduction in funds, a 20 percent reduction in funds and
a 10 percent reduction in funds. Will you provide the Committee with a copy of the reply for
the record?

Answer: NIST defers to the Department for a response.

The Honorable Frank Wolf
House Appropriations Subcommittee on
Commerce, Justice, Science and Related Agencies

Questions for the Record
Hearing on the FY 2012 Budget Request
of the National Institute of Standards and Technology

Scientific and Technical Research Services

Tsunami Response

1. NIST’s Physical Measurements Lab has developed expertise in radiation detection and
measurement. Has NIST been asked to perform any analysis of the U.S.’s radiation
detection capabilities in response to the disaster that continues to unfold at the Japanese
nuclear facility?

Answer: At this time, no one from the Physical Measurement Laboratory has been
asked to perform any analysis of the U.S.’s radiation detection capabilities in response
to the disaster that continues to unfold at the Japanese nuclear facility.
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Has NIST been asked to engage in any studies with respect to the ability of U.S.
nuclear facilities to withstand similar impacts, e.g. earthquakes, tsunamis, or other
extreme weather events?

Answer: Currently, no one from NIST has been asked to engage in any studies with
respect to the ability of U.S. nuclear facilities to withstand similar impacts, e.g.,
earthquakes, tsunamis, or other extreme weather events.

Priorities

3.

What are NIST"s top three funding priorities in this bill?

Answer: Of the entire requested increase, NIST would place top priority on the
combined $120 million increase for initiatives in support of manufacturing. NIST
programs targeting manufacturing include the Laboratory programs (385.3 million) and
the Industrial Technology Services programs: $12.3 million for the new Advanced
Manufacturing Technology Consortia (AMTech) program, the $17.6 million increase
to the MEP program and the $5.2 million increase for the Technology Innovation
Program.

At any point has NIST conducted a base analysis of its research programs to determine
if any programs have become obsolete or should be reduced in funding in order to
accommodate higher priority or more current needs?

Answer: The NIST Laboratories regularly assess and refocus their scientific
capabilities in order to provide the most advanced and relevant measurement science
and engineering support to NIST’s stakeholders in industry and academia. However,
the demand to provide new services and capabilities as well as maintaining existing
services that are still relevant to stakeholders in industry and academia exceeds the
savings in resources and staff that can be made available by eliminating lower priority
activities.

The NIST budget includes references to greenhouse gases, green technology, increased
energy efficiency, reduced environmental impact. How do these activities fit into
NIST’s core capabilities and research activities in standards and measurement? Are
these new initiatives as critical to innovation, the economy, and life and safety as
nanotechnology, neutron research, or disaster resistant buildings, for example?

Answer: Developing new and cleaner sources of energy while reducing atmospheric
emissions from energy production is an Administration priority. This goal is especially
challenging, given the Nation’s dependence on fossil fuels and projections that U.S.
energy demand will grow 29 percent by 2030.) NIST’s efforts in support of this are
focused on creating measurement tools and standards for developing cleaner electrical
power and improving energy efficiency, issues that are directly linked to NIST’s core
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mission of providing measurements and standards. In the area of energy efficiency
NIST’s efforts in developing measurement technologies, standards and test methods
that can support the next generation of higher efficiency photo-voltaic panels will
support an industry that in 2010 accounted for 93,000 jobs in the United States. NIST
work in developing measurement tools and standards for energy efficient buildings will
help reduce U.S. energy consumption, as buildings use 40 percent of all U.S. electricity
production. Furthermore, NIST work on development of standards for the Smart Grid
is critical to the actual deployment of the Smart Grid which will rely on the adoption
and production of several new technologies. This work will create opportunities for
U.S. manufacturers and the potential for creating new jobs -- which currently estimated
by GridWise Alliance, a Smart Grid industry group, could number up to 280,000.

Another area of environmental stewardship that NIST is exploring involves
manufacturing. The manufacturing sector, including all buildings used for
manufacturing, is the largest consumer of energy (45 percent),” the second largest
consumer of mined materials (21 percent),” a major producer of solid waste (10 trillion
kg per year)," and a significant user of hazardous materials—all of which are
implicated in global environmental problems. Increasingly stringent regulatory
restrictions, consumer preference for environmentally friendly products, and other
factors are forcing manufacturers to pursue more sustainable processes. To address
sustainability effectively, manufacturers need to measure, control, and manage
sustainability in terms of economic, environmental, and societal impacts across the five
major phases of a typical product’s life cycle: raw material selection, product
realization, distribution, customer use, and material recovery. NIST is supporting this
by improving methods and standards for life cycle analysis, material recycling, and
integrated design and production.

Internet Security

6.

NIST is requesting an increase of $24.5million to create a National Strategy for
Trusted Identities in Cyberspace (NSTIC). Please explain how this initiative and why
it is necessary?

Answer: The request for NSTIC would support the development of a vibrant Identity
Ecosystem where individuals, businesses, and other organizations enjoy greater trust,
privacy and security as they conduct sensitive transactions online - and that can serve
as a platform for innovation in the United States. Of that $24.5 million, $7.0 million
would support the National Program Office (NPO), and $17.5 million would support
the NSTIC Grant Program to conduct pilot projects of trusted authentication systems
for various applications such as government services, e-commerce, and health IT. The
NPO would reside within the Department of Commerce to coordinate Federal
Activities needed to implement the Administration’s National Strategy for Trusted
Identities in Cyberspace (NSTIC). This initiative was established in direct response to
the recommendations of the White House Cyberspace Policy Review to will raise the
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level of trust associated with the identities of individuals, organizations, services, and
devices involved in online transactions.

A core focus of NSTIC is to help the country address some of the key barriers — such
as cost, interoperability and privacy — that have prevented Americans from obtaining
and regularly using stronger authentication technologies. Passwords today are easily
defeated through a variety of attacks from cybercriminals and identity thieves, and do
not provide appropriate levels of security for many online transactions. Because of
this, many transactions that could be online — in health care, banking, government, and
other sectors — still require individuals to appear in person. NIST will work
collaboratively with industry to develop standards and best practices that will remove
these barriers, enabling American consumers, businesses, governments and other
organizations to more easily adopt stronger types of authentication that augment or
replace passwords.

The National Program Office (NPO) will be responsible for coordinating the processes
and activities of organizations that will implement the Strategy. NIST - with its long
history of working collaboratively with the private sector to develop standards and best
practices for cybersecurity and identity management — is uniquely suited to work with
the private sector to bring the collective expertise of the nation to bear in implementing
the Strategy.

The NPO will lead the day-to-day coordination of NSTIC activities, working closely
with the Cybersecurity Coordinator in the White House. The National Program Office
wills

e Promote private-sector involvement and engagement

s Support interagency collaboration and coordinate interagency efforts associated
with achieving programmatic goals

s Build consensus on policy frameworks necessary to achieve the vision

e Identify areas for the government to lead by example in developing and
supporting the Identity Ecosystem, particularly in the Executive Branch’s role
as a provider and validator of key credentials

e Actively participate within and across relevant public- and private-sector fora

o Assess progress against the goals, objectives, and milestones of the Strategy
and the associated implementation activities.

For further information, please refer to the recently released National Strategy for
Trusted Identities in Cyberspace (NSTIC),
http:/www. whitehouse. gov/sites/default/files/rss viewer/NSTICstrategy 041511.pdf.

Please expand on the statement in the NIST budget materials that states that, “a user
will no longer be required to maintain dozens of passwords, for both public and private
use.” So people will have one id for both work and private use? Where will the
privacy boundaries be?
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Answer: NSTIC does not envision — nor does it mandate — that consumers will have
only one ID. Rather, NSTIC is focused on the creation of a robust, private sector-led
ldentity Ecosystem, where consumers could choose from dozens of providers of strong,
interoperable, privacy-enhancing credentials for online identification and authorization.
The strategy envisions that these providers would each be competing in the
marketplace for business, and that consumers could choose to use as many digital
identities from as many identity providers as he or she would like.

Of course, an individual would be free to choose to use only a single identity provider,
much as many people today choose to use the same username and password for logins
at multiple sites. But to be clear, NSTIC would not require this, nor is NSTIC focused
on trying to drive consumers to such an outcome.

NSTIC proposes to rely on the private sector — not government — to develop a wide
range of identity solutions that Americans can use to better protect their privacy and
security in online commerce. Central to the NSTIC vision is a system that allows
individuals to have multiple identities and, when an individual so chooses, to engage in
online activity anonymously and pseudonymously.

Protection of Privacy is one of the NSTIC’s guiding principles. NSTIC will protect
privacy through ensuring that any identity solutions deployed under NSTIC adhere to
eight Fair Information Practice Principles (FIPPs). In brief, the principles say that
personally identifiable information (PII) must be:

e collected and used only in ways that are clearly communicated to individuals
s collected or kept only as needed for a designated purpose
e secured against unauthorized access.

Auditing and accountability processes also must be in place to ensure the FIPPs
requirements are being followed.

What are the short and long-term goals of the NSTIC?

Answer: For FY 2012, key NSTIC goals include:

e Formal establishment of the National Program Office

o Establishment of a private-sector led steering body, as described in the
Strategy, to bring together interested stakeholders and administer the standards
development and accreditation process for the NSTIC.

e Material progress in developing consensus among stakeholders that can
produce draft standards in areas such as technology, privacy and operating
rules

» Selection and execution of at least three pilots which explore NSTIC use cases
and lay the foundation for the creation of the Identity Ecosystem.
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The long-term goals of NSTIC are to develop a vibrant Identity Ecosystem where
individuals, businesses, and other organizations enjoy greater trust and security as they
conduct sensitive transactions online — and that can serve as a platform for security,
privacy and innovation in the Unites States.

The NSTIC envisions that identity solutions will be:
e privacy-enhancing and voluntary
¢ secure and resilient
» interoperable
s cost-effective and easy to use.

Who are the public and private partners in this effort?

Answer: Both public and private partners are involved in this effort. In the public
arena, the Department of Commerce is the lead agency involved with the
implementation of NSTIC. The Department of Commerce plans to establish a Nationa
Program Office (NPO), led by the National Institute of Standards and Technology and
the National Telecommunications and Information Administration, to coordinate the
federal activities and private sector efforts needed to implement the NSTIC. The office
would become the focal point to bring the public and private sectors together to meet
this challenge. The President’s FY 2012 Budget request supports this plan to establish
the NPO.

The Strategy itself was authored by the White House. The Department of Commerce,
Federal Trade Commission, Department of Homeland Security, and General Services
Administration were among the agencies consulted by the White House in the creation
of the Strategy.

All agencies have a role in making the NSTIC successful. The NSTIC was developed
to align with other existing government efforts, including Homeland Security
Presidential Directive 12 and the Federal Identity, Credentialing, and Access
Management program. By implementing these efforts, all Federal agencies support the
NSTIC and the use of secure, efficient, easy-to-use, and interoperable identity
solutions.

In the private arena, no private organizations are formally involved with NSTIC;
however, many provided input as the draft strategy was refined. Organizations
representing 18 different business and infrastructure sectors and 70 different non-profit
and federal advisory groups were consulted in developing the Strategy. The NSTIC
has received wide support from a number of companies, industry associations, privacy
advocates, academics and other stakeholders; a list of comments on NSTIC from them
is at http://www.nist.gov/nstic/what-others-are-saving html.

Just as with the NSTIC’s development, the implementation of the NSTIC will require
broad cotlaboration and coordination with industry; State, local, tribal, territorial, and
international governments, communities of interest and advocacy groups. This
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implementation will be private sector-led; the role of the government is to act as a
partner and supporter of the private sector, to lead by example as an early adopter, and
to advocate for and protect individuals, striving for the enhancement of privacy and
protection of civil liberties.

10. Why does the U.S. need to conduct research in this area?

Answer: The Identity Ecosystem is composed of technology and policy that must
evolve to accommodate:
¢ Rapid and unanticipated advances in technologies that continuously
revolutionize what can be done and how it is done
« Continuous innovation in imaginative new services, resources, and capabilities
that increase the value of cyberspace to all sectors of society
¢ Ever increasing needs and expectations for cyberspace.

As these trends constantly reshape cyberspace, the Identity Ecosystem must be
continuously improved, stretching to meet new needs, enable new opportunities, and
address future cyberspace threats. This requires the Federal Government to work in
partnership with the academic and private sectors, both domestic and international, on
interdisciplinary S&T and R&D. Sustained, strategic investments will allow the U.S. to
continually improve the security, reliability, resilience, and trustworthiness of the
identification, authentication, and authorization of entities in cyberspace. Moreover,
these efforts should extend beyond the technical to address issues like usability,
privacy, incentives, and processes. The Federal Government will also continue to
promote the transfer of government-sponsored S&T and R&D results to the private
sector, to ensure that the Identity Ecosystem adopts and deploys the advances that
emerge from this effort.

Smart Grid

11. Per the Energy Independence and Security Act of 2007, NIST leads a nationwide effort
to expedite development of interoperability standards that enable two-way flows of
energy and information on the Smart Grid. NIST is requesting an increase of $9
million to continue its research on Smart Grid research. What is the Smart Grid and
why is this an important area of research?

Answer: The Smart Grid refers to the modemization of the electrical grid through the
application of information and communications technologies that enable the integration of
renewable and distributed energy sources, provide consumers with tools to manage energy
usage and control their costs, make the grid more efficient and reliable, and ensure electric
vehicles can be supported without overloading the grid. Efficient and reliable operation of the
grid utilizing these new technologies requires research to develop new measurement
capabilities and models that do not exist today. For example, the introduction of renewable
energy sources into the grid requires new modeling techniques to accurately forecast and
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measure renewable energy production and control loads more dynamically to maintain balance
in the grid. Another example is the need for research to address the ever-changing
cybersecurity threats to the Smart Grid.

Research on the Smart Grid is an important area of research because we need to contend with
an electrical grid that consists of more than 9000 power generation plants that are connected to
more than 300,000 miles of transmission lines supplying electricity to residential and business
consumers all over the country. The introduction of distributed renewable energy sources such
as solar panels, wind turbines, and fuel cells brings additional challenges in integrating these
systems seamlessly into the grid through the use of smart meters. The benefits of a Smart Grid
will truly be realized with the development and deployment of smart appliances that will use
demand pricing information to operate in a manner providing consumers the greatest economic
benefit, while also helping achieve the goals of minimizing energy consumption. Investments
in the development and acceleration of Smart Grid standards will reduce our dependence upon
and vulnerability to foreign oil, and threats to the nation’s electrical grid, while improving
cyber security of the grid, and grid reliability. Tt will also enable the development and
deployment of electrical vehicles. All these factors will directly contribute to the development
of U.S. jobs. Major appliance manufacturers such as Whirlpool Corporation and GE have
publicly announced plans for introduction of smart appliances, and have indicated the lack of
interoperability standards as the greatest risk to their plans. Thus, interoperability and seamless
communication flow between these different components and systems is essential

12.  Where does the U.S. rank with respect to other developed nations and their use of
smart grid technology?

Answer: The U.S. American Recovery and Reinvestment Act of 2009 (Recovery Act)
provided $4.5 billion to jump start smart grid deployment, and coupled with private matching
investments, this represents a $10 billion initial investment in smart grid deployment. This
U.S. Smart Grid Investment Grant program became a model for similar grants programs in
other countries such as China and Australia. The U.S. is also regarded as the global leader in
the development of the technical standards underpinning the Smart Grid. However, these
Recovery Act grants are a small part of the investment that is needed to modemnize the electric
grid in the U.S., the majority of which must be made by the private sector. The Electric Power
Research Institute estimates that Smart Grid investment will require between $338 billion and
$476 billion over 20 years. The U.S. is rapidly falling behind other major economies in the
actual deployment of Smart Grid technologies. China announced an investment of $7.3 billion
in stimulus grants, loans and tax incentives in 2010. In addition, State Grid Corporation of
China has just announced that it plans to boost the investment in the country’s power grid to
$391 billion over the next five years. Sweden became the first European country to convert
100 percent of its meters to smart meters while the U.S. is at about 17 percent. The U.S. is far
behind several other countries in renewable power generation capacity enabled by the Smart
Grid, such as solar power. Germany has 9,785 MW in capacity as compared to 1,256 MW for
the U.S. in 2009. Although the Recovery Act funding will support deployment of nearly 1000
phasor measurement units (PMUs) in the U.S. over the next several years, China has already
deployed 1500 PMUs and additional deployments are ongoing.
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Health IT

13.

NIST is requesting an increase of $9 million to accelerate industry-led standards
development related to the deployment of a nationwide network and interoperable
electronic health records. Is this program one of NIST"s priorities?

Answer: The Health IT program, to enable a nationwide network and interoperable
electronic health records, is one of NIST’s priorities. It is consistent with
congressional and administrative priorities and with key activities assigned to NIST in
the Health Information Technology for Economic and Clinical Health (HITECH) Act.
In addition, a major objective outlined in the U.S. Dcpartment of Commerce’s Strategic
Plan: FY 2011-2016 is to provide the measurement tools and standards to enable
innovation and enhance efficiency, and specifically directs NIST to develop
interoperability standards for health IT so that industry has “confidence to invest in
these new technologies by broadening the market and decreasing the limitations
inherent in legacy systems.”

Despite progress since the passage of the HITECH Act, today’s healthcare industry
lags behind other fields in the use of information technology. For example, even
though $1 out of every $6 of the U.S. economy is spent on healthcare, 7 out of 10
primary care doctors still do not have electronic health records and only 44 percent of
hospitals anticipate being prepared for meaningful use stage 1. Greater adoption and
use of electronic health records can reduce the number of medical errors and lead to
direct reductions in healthcare costs. Standards-based interoperability is essential to
realize wide deployment of electronic health records and their full potential to improve
the quality and efficiency of the Nation's healthcare system.

The requested increase will build on NIST’s previous successes in this area and will
allow NIST to continue its responsibilities articulated in the HITECH Act.
Specifically, NIST will:
e Accelerate development and harmonization of standards in health IT for clinical
areas identified as national-level priorities
o Create a health IT testing infrastructure
o Enhance the security and privacy of health IT systems
¢ Perform foundational research to develop and implement an objective,
repeatable procedure for measuring and evaluating the usability of health IT to
help developers of software and computer systems for doctors’ officcs, clinics,
and hospitals improve the ease of use of electronic EHRs
e Enable health care delivery beyond traditional physical locations
e Perform cutting edge R&D on related emerging technologies.
» Collaborate with ONC on development, implementation, and operation of the
permanent EHR certification programs
¢ Collaborate on the standards, certification criteria, and test tools for Stage 2
Meaningful Use and Stage 3 Meaningful Use
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With this funding, NIST will enable a robust U.S. healthcare system that is safer, more
affordable, and more accessible, and that wiil support all healthcare applications
including clinical applications, home e-based healthcare, clinical research, medical
training, and public health, facilitated by new standards and testing for health IT.

What is NIST doing in this area?

Answer: NIST has been collaborating with industry and others to improve the
healthcare information infrastructure since the 1990s. NIST IT researchers have an
internationally respected reputation for their knowledge, experience, and leadership.
Since 2004, NIST has worked closely with the Department of Health and Human
Services' Office of the National Coordinator for Health IT (HHS/ONC).

The role of NIST is further articulated in the Federal Health IT strategic plan and the

Health Information Technology for Economic and Clinical Health (HITECH) Act to:
e Advance healthcare information enterprise integration through standards and

testing

Consult on updating the Federal Health IT Strategic Plan

Consult on voluntary certification programs

Consult on health IT implementation

Provide pilot testing of standards and implementation specifications, as

requested.

Currently, NIST health IT research and development areas include:

* Providing technical expertise to leverage industry-led, consensus-based
standards development and harmonization of basic standards needed for EHRs,
including finding patients, discovering patient information, retrieving patient
information, sending patient information and allowing information to be sent,
such as lab test results.

¢ Developing test tools to ensure that the standards are complete and
unambiguous and can be implemented correctly.

¢ Collaborating with ONC on the development, implementation, and operation of
the temporary certification program, having already developed the 45 test
procedures used by vendors to ensure that EHRs adhere to the standards and
criteria defined by HHS/ONC for Stage 1 Meaningful Use.

e Advising the HHS Office of the National Coordinator for Health IT (ONC) and
the HHS Office for Civil Rights (OCR) on processes and technologies to secure
health information as well as leveraging current and emerging security
automation specifications and apply them within the context of healthcare, as
well as engaging in broad outreach and awareness activities focusing on current
and emerging threats to health information, as well as technologies and
methodologies that can be used to help combat those threats, resulting in
stronger protection of health information.
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e Developing a road map for research and development that will incorporate key
elements of user-centered design principles and standards-based approaches to
evaluate and compare the usability of EHR systems.

e Initiating cutting-edge R&D in areas such as medical device interoperability,
defining improved methods for acquiring and displaying images for
telemedicine applications, identifying best practices and support standards
development for the long-term preservation and management of electronic
health records, as well as conducting research related to ubiquitous delivery of
physiological signals to/from the human body via radio frequency-enabled
wearable or implantable devices.

Cloud Computing

15.

NIST is requesting an increase of $5 million to define government cloud computing
business cases. Please explain cloud computing and NIST’s role in this arena? Will
cloud computing eventually take away the need for government agencies to spend
funds on technology refreshment?

Answer: Although the power of modern cloud computing systems is new, the ideas
behind cloud computing reach back decades. In the early 1960s, researchers proposed
the idea of computing as a utility, similar to other services such as gas or electricity.
Around the same time, techniques to make a single computer appear to be many
separate “virtual” computers were developed and implemented on mainframe
computers. Some of the building blocks for cloud computing were in place, but
performance and costs were barriers, and networking was inadequate. Therefore, cloud
computing is a model of computing that evolved from prerequisite technologies which
have matured to the point where this vision of Information Technology as a utility
service is viable. An abridged version of the NIST definition, widely cited, is: “Cloud
Computing is a model for enabling ubiquitous, convenient, on-demand network access
to a shared pool of configurable computing resources (e.g., networks, servers, storage,
applications, and services) that can be rapidly provisioned and released by the user.””

This most visible early NIST contribution was the cloud computing definition, which
has been widely adopted and helps to clarify a complex emerging information
technology paradigm. NIST serves as a technical advisor to the Federal CIO Council,
and has issued Special Publications which provide cloud computing security guidance.
More broadly, NIST has a technology leadership role in accelerating U.S. government
agency adoption by collaboratively developing a U.S. Government Cloud Computing
Technology Roadmap. This roadmap, which is targeted for an initial draft release at
the end of FY 2011, will identify high priority security, interoperability, and portability
requirements which must be met to support U.S. government adoption of cloud, and
the standards, guidance, and technology which are needed to satisfy these
requirements.
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NIST is well qualified and particularly effective in this role because it is recognized as
a neutral objective party and has proven and productive processes that are effective in
technology collaboration with government agencies, industry, standards organizations,
academia and the international community. This expericnce and cxpertise positions
NIST to lead and facilitate transiation of USG functional mission requirements into
specific technology requirements, and to facilitate the ability to leverage the strengths
and work of different organizations toward a common purpose of maturing technology.

Cloud computing will not, in the foreseeable future, directly eliminate all requirements
for technology refresh capital investment. However, cloud computing does have the
potential to greatly reduce the requirements, and the expectation is that the trend will
expand over time. First, cloud computing leverages excess capacity, so even in the
case where the government adopts a private (government owned and operated) or
government community cloud computing model, less infrastructure will be required.
Second, cloud computing services procured through a public cloud computing model
eliminate the requirements for government upfront capital investment in infrastructure.
Fewer government owned and operated infrastructure translates into lower technology
refresh requirements.

How is NIST working to ensure that government information will be secure as more
and more information technology operations are outsourced?

Answer: To help U.S. government agencies make risk based management decisions
regarding when and how to apply the cloud computing model, NIST is actively
involved in translating U.S. government agency mission requirements into technical
security requirements. NIST is also focusing on portability and interoperability, which
are tightly coupled with security. NIST is working with federal CIOs, state and local
governments, industry, industry consortia, and academia, including security experts, to
assess the extent to which existing security requirements, standards, and guidance
support the cloud computing model. NIST is working with these same stakeholders to
prioritize and develop guidance. In 2010 and 2011 NIST issued three Special
Publications which apply to cloud computing:

s Final Guide to Security for Full Virtualization Technologies, January 2011
(Final)

® Guidelines on Security and Privacy Issues in Public Cloud Computing, January
2011 (Draft)

e NIST Definition of Cloud Computing, January 2011 (Draft).

NIST is planning release of a fourth Special Publication by May 2011: DRAFT NIST
Cloud Computing Synopsis & Recommendations.

A complete review of the NIST Cloud Computing work can be found on the NIST
cloud web site (http://www.nist.gov/itl/cloud/index.cfm); particularly under the
“Useful Information for Cloud Adopters” link.
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I have read that IBM is investing in a new Cloud Computing Data Center in Singapore.
They have seven such “cloud labs™ in the Asia Pacific region.

Answer: [NOTE TO DOC: NO ANSWER IS NEEDED SINCE THERE IS NOT
A QUESTION ASKED]

Where does the U.S. stand with respect to our competitors and cloud computing?

Answer: U.S. firms are commonly recognized as leaders in the development and
implementation of the cloud computing model. The majority of commercial cloud
computing services are provided by firms that originated in the U.S., although their
services are marketed and supplied internationally. Many of the beneficiaries of cloud
computing are small businesses and organizations which havc not historically investing
in Information Technology.

The U.S., including industry through representation in Standards Development
Organizations and consortia, is active in the development of standards. However, there
is a keen competition internationally to shepherd the formal standards development
process to ensure that U.S. firms do not dominate the cloud computing space as the
cloud computing model matures and expands.

The U.S. government is aggressive in pursuing the implementation of the cloud
computing model to reduce costs and improve services, but not more aggressive than
other countries. For example, the European Commission has launched a Digital
Government Initiative which includes cloud computing as a central strategy, the
Japanese METI Digital Japan Creation Project plan includes a nationwide Cloud
Computing infrastructure, referred to as the Kasumigaseki Cloud, and China is building
a city-sized cloud computing and office complex that will include a mega data center.
Industry analysts cite the latter as one of the projects fueling that country's double-digit
growth in IT spending.

Are U.S. companies making similar investments in the U.S.?

Answer: NIST may not be the appropriate agency to determine this since it is outside
our area of responsibility.

Are foreign information technology firms making investments in the U.S.?

Answer: NIST may not be the appropriate agency to determine this since it is outside
our area of responsibility.
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Postdoctoral Research Program

21.  NIST is requesting an increase of $3 million for a total program of $14.4 million for its
Postdoctoral Research Program. Will the additional funding enable NIST to hire up to
the authorized level of 120 associates per year? On average, how many postdoctoral
research students does NIST support each year? Is this number going up or down?

Answer: It is expected that the extra $3 million of funding will be able to increase the level of
centrally-funded postdoctoral associates to approximately 45-50 per year, as compared to the
30-35 centrally-funded positions that are currently possible. In the years 2008-2010, we have
been supporting an average of 33 postdocs per year from the central funds.

The postdoctoral program did benefit from the approval of the ARRA-funded projects
specifically for the postdoctoral research program, and we had a temporary increase in the
overall awards in the years 2009 and 2010 to 111 awards in 2009 and 64 awards in 2010.

22.  What does NIST think the U.S. should do to encourage more of our young people to
enter the sciences so that the U.S. can remain competitive in the long-run?

Answer: The U.S. needs to provide opportunities to engage the entire pipeline of potential
scientists and engineers, from K-12 to postgraduate and beyond, and to develop opportunities
at every level. First, at younger ages, especially for middle and high school students, to keep
science, technology, engineering, and mathematics topics interesting, and to raise awareness
about the diversity of opportunities available in STEM fields. This includes providing
opportunities for the teachers to enhance their classroom practices and STEM lessons, to
transfer to their students an enthusiasm toward STEM fields, to provide a better understanding
of the areas that they teach, and raise awareness in the students of the relevant of STEM fields
in their everyday lives. Then, attention is needed to retain the interest in STEM fields and the
opportunities to develop that interest through undergraduate and graduate education, to
develop and maintain a well-qualified STEM workforcewhich also comes from diverse
demographic backgrounds. Finally, providing formal training programs to early professionals
in STEM fields, as well as formal training for continuous workforce development are key
elements to enable the U.S. to respond to changing technological requirements.

Baldrige Program

NIST is proposing to reduce funding for the Baldrige program, from nearly $10 million to $8
million, with a plan to transition the program out of Federal funding.

23.  While a worthwhile program, the Baldrige program appears to be a program that is
more readily suited to the private sector, particularly in these lean budget times. This
program has been around for some 24 years and has assisted the private sector in
developing quality and performance strategies. Is the Baldrige program a core,
scientific NIST activity?
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Answer: While the Baldrige Program is not a scientific activity, its enabling
legislation, which called for the Program “to improve performance and competitiveness
of U.S. organizations in ways that enhance economic security and improve quality of
life,” supports NIST’s mission “(t)o promote U.S. innovation and industrial
competitiveness by advancing measurement science, standards, and technology in ways
that enhance economic security and improve our quality of life.” . The FY 2012
budget request will evaluate alternative sources of funding and alternative cost models
consistent with the Administration’s goal of transitioning the program out of federal
funding.

How does NIST envision this activity’s transition to non-governmental funding taking
place? What would be the likely alternative sources of funding?

Answer: NIST plans to explore alternatives to the current public-private partnership
model per the requested FY 2012 budget proposal. As part of the evaluation, NIST
will examine potential alternative sources to replace the $9.6 million in Federal funding
that supports oversight, training, and product and criteria development. The
Foundation presently has a limited endowment and would be unable to provide direct
support beyond its contribution of $1.3 million, at least for the near future.

Corporate Services

25.

26.

27.

How does NIST’s Corporate Services program, which is essentially flat-lined at $19.5
million in FY 2012, differ from its Working Capital Fund?

Answer: The NIST’s Corporate Services program provides Information Technology
(IT) support for NIST"s technical programs to ensure secure, centrally managed IT
infrastructure resources as well as provide software applications which enable and
manage the dissemination of NIST scientific data to the public. In addition, the
Corporate Services program provides the resources for the Commerce Business System
and the interfacing internal and external administrative and management systems for
adequate financial management. The NIST Working Capital Fund presented in the
budget reflects the full-time equivalent employment and obligations associated with the
reimbursable work performed by NIST for other agencies and the public.

A portion of the Working Capital Funds are from appropriations from Federal clients in
return for NIST technical services. An October 2010 GAO study on NIST’s Working
Capital Fund found that NIST lacks a high-level, senior management focus on
managing its interagency workload. What has NIST done to address this concern
given the number of other Federal agencies who are seeking expert assistance from
NIST?
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Answer:
By February 2, 2011, NIST developed a Corrective Action Plan to address all the
concerns identified by the GAOQ in their study. Implementation of this Plan is ongoing.

NIST has taken the following actions to address this GAO concerns:

1. NIST senior management has created an Interagency Agreement Team (IAT) to
overhaul NIST processes for handling Other Agency Agreements to establish a solid
reliable process that is timely and predictable, to ensure a smooth flow of funding for
critical programs from outside sources, to ensure that NIST is managing the funds
from other agencies in 2 manner that is consistent with current regulations, and most
importantly, will improve NIST’s ability to meet its mission requirements.

Goals of the IAT:

. Understanding of the current processes at NIST.

b. Development of new processes that ensure positive control over agreements in all
phases of their life-cycle.

¢. Recommendations to the NIST Associate Directors (AD) on how best to implement
the new processes throughout NIST.

d. The Interagency Agreement team will encompass members from the AD for

Laboratory Programs and AD for Innovation and Industry Services and the

Department of Commerce General Law Division.

i+

2. Pat Gallagher, NIST Director sent a memo dated March 23, 2011, to the NIST
Associate Directors reinforcing the importance of managing Interagency Agreements.

4. The NIST Associate Directors for Management Resources, Laboratory Programs,
and Innovation and Industry Services are communicating to their respective
Organizational Unit (OU) Directors, Deputy Directors, Division Chiefs and staff the
importance of managing Interagency Agreements.

5. NIST is developing and implementing an OU Director Certification process where
the Director of an QU formally certifies by signature that appropriate current resources
exist to begin and perform new and existing work in a reasonable time frame, i.e.,
within 120 days, and implementing a oversight process.

6. NIST will hold senior management accountable for strategically managing
Interagency Agreements by tasking the Office of Workforce Management (OWM)
with developing quantifiable performance metric(s) that are being included in their
performance plans for FY2011
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Industrial Technology Services Account

Technology Innovation Program

28.

If we have to prioritize NIST programs given the fiscal constraints the Committee is
under, where does TIP rank in relation to core NIST research and MEP?

Answer: The President’s Budget for FY 2012 requested increases for targeted
programs including NIST research programs, MEP, and TIP, as priorities for
stimulating innovation and providing support to manufacturers

Advanced Manufacturing Technology Consortia

29.

30.

NIST is requesting an increase of $12 million to establish an Advanced Manufacturing
Technology Consortia (or AMTech) to establish industry-led long-term research and
development grants and research projects. Grants will be competitively awarded to
consortia comprised of industry, universities, and private sector partners. What sort of
industry research needs does NIST envision will be supported with this funding?

Answer: AMTech creates the possibility for muitiple industry stakeholders to share
financial and scientific resources, together with State and local government interests as
well as technical innovators at universities and government laboratories. The AMTech
program fills a critical gap by providing these resources for directed basic research that
is seen as too long-term and has too much scientific risk for industry to invest in on its
own. Research challenges addressed by an AMTech consortium are pre-competitive:
all industry members will benefit from the R&D outcomes and the partnerships are
built on open access to intellectual property. The research topics will vary by consortia
and could range from new techniques and methodologies necessary to reliably
manufacture advanced materials in order to take advantage of the unique properties that
have been identified in the laboratory but have not yet been transitioned into products,
to R&D needed to develop instrumentation and manufacturing technologies that would
benefit multiple industry partners.

The NIST budget states that it is proposing this program because U.S. research and
development efforts have shifted toward short-term research. Is NIST seeing a general
shift toward short-term gains as opposed to long-term research goals? Is the U.S. again
undermining its manufacturing base for short-term gain?

Answer: The U.S. eeconomy—once the most R&D intensive in the world-—now ranks
7th with an R&D intensity of 2.77 percent. A component of this decrease is the decline
in federal R&D spending, which over the past 50 years has declined as a share of GDP
by 163 percent. With respect to manufacturing, this sector has an R&D intensity of 3.7
percent based on industry’s own R&D funds, which when compared with other R&D
intensive sectors which have intensities ranging from 6 to 22 percent paints a rather
stark picture.
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Additionally the composition of R&D, is important because U.S. industry has
progressively shortened its investment time horizons in response to pressures from
global competition (the world now conducts approximately $1.3 trillion of R&D each
year). This increases the pressure on government to help industry over the “valley of
death,” as the early-phase research that proves new technological concepts is called.
Instead, government funding as a share of GDP is declining. With industry no longer
have the capability or incentive to make these risky long-term investments, and the
majority of federal funding targeted at pure basic R&D, or mission oriented R&D,
there is a lack of investment in critical directed basic research needed to increase the
efficiency of current high-tech industry and to transition critical new technologies from
the laboratory to the domestic marketplace.

How will NIST measure the success of this program?

Answer: Continual evaluation will be an integral element of the AMTech program in
order to determine the long term impacts, and more importantly in order to be able to
effectively manage the R&D portfolios within each of the funded consortia. Metrics of
the program will include:

Creation of Industry roadmaps

Attraction of industry and state funding of directed basic research

Attraction of State and venture funds to support commercialization

Funding research activities and support graduate and post-doctoral researchers
Production of new scientific knowledge and marketable inventions

Creation of new companies and jobs in high value added sectors.

Manufacturing Extension Program

32.

NIST is requesting an increase of $18 million for the Manufacturing Extension
Program for a total program level of $143 million, a 14% increase. This funding will
support existing investments in environmental business practices; renewable energy;
market diversification; and export opportunities for domestic manufacturers, for
example. What will this additional funding provide? Additional funds to each center
or will NIST manage the increase centrally?

Answer: Building on competitions started in FY 2010, additional funding will be
competitively awarded to MEP Centers and other not-for-profit organizations to focus
on the development and expansion of next generation services to respond to
manufacturers’ challenges and position them to respond to new business opportunities.
These services include technology innovation and commercialization, market
diversification, supplier development, export opportunities for domestic manufacturers,
and environmentally sustainable business practices.
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In response to growing threats from low priced imports and the reduced
competitiveness of U.S. manufacturing, MEP refocused the MEP national network
towards the next generation of products, focusing on increasing the number of new
technologies manufactured in the U.S.-through supplier development, sustainability,
workforce and continuous improvement activities. Is there an overall focus for the
MEP program or can each Center determine its own rcsearch goals?

Answer: MEP’s focus will remain on supporting U.S. manufacturers by providing the
tools and services needed to increase profits, create and retain jobs, and save time and
money. The nationwide network will continue to build on existing services that
encompass innovation strategies, process improvements, green manufacturing, and
developing the tools needed to solve manufacturers’ challenges and help identify
opportunities for growth. MEP centers customize their services and tools to address
the needs of the manufacturers in their scrvice regions. As future MEP competitions
are held, centers will be encouraged to propose projects that foster innovative and
collaborative approaches to address manufacturer’s needs.

Public Safety Innovation Fund

34,

35.

The Administration is proposing a spectrum auction to finance a government-wide
Wireless Innovation and Infrastructure Initiative. As part of this initiative, NIST is
expecting to receive $100 million in FY 2012 for a Public Safety Innovation Fund to
work with industry and public safety organizations to eonduct research and develop
standards and technologies. As part of this program, NIST will develop a Public
Safety Broadband Demonstration Network, which NIST anticipates will later be used
as a public safety education center where first responders can run emergency scenarios.
The legislation authorizing this auction has not been sent to the Congress. Does NIST
have any idea when that legislation will be sent to the Congress?

Answer: The Administration has developed the draft legislation and provided it to
Congress.
When does NIST anticipate that the broadband network will be operational?

Answer: NIST’s Public Safety Broadband Demonstration Network is currently operational
with a limited number of industry participants. However, over the next few months the
capabilities of the Network project are set to expand as new industry partners join the project.
NIST has partnered with the Department of Commerce’s Institute for Telecommunications
Sciences (ITS) through their joint Public Safety Communications Research (PSCR) program in
creating this Network. Asof March 31, 2011, NIST and ITS have signed agreements, called
cooperative research and development agreements or CRADAs, with over 20 companies.

Over the next few months, many of these companies will deploy equipment on the Network.

NIST’s PSCR program has undertaken this project because Congressional legislation has made
broadband spectrum cleared by the Digital Television (DTV) transition in the 700 MHz band
available to public safety. New public safety broadband communications will allow for a
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unitied system to foster nationwide interoperability. PSCR is deeply involved in the rapidly
progressing 700-MHz broadband activities. This Network project will serve as a vendor-
ncutral environment where public safety, industry, and other stakeholders can observe how
new broadband technologies can mcet public safety’s communication needs. Additionally, it
provides manufacturers a location for early deployment and evaluation of their systems in a
multi-vendor environment. No government or independent laboratory facilities currently exist
in the United States to test and demonstrate the behaviors of this yet-to-be-deployed first-
responder network.

Results and lessons learned from the PSCR program’s Demonstration Network will be
available to all emergency responders, vendors, carriers, academia, and other pertinent
stakeholders to understand how the broadband systems function and determine how the
systems will meet user needs. Interested agencies can visit the Network and witness
demonstrations of the technology executing public safety specific test cases that relate directly
to their operational environments. Additionally, the Federal Communications Commission hat
granted several waivers to states and localities around the Nation to begin building broadband
systems. The Demonstration Network will provide a place where early builders (waiver
recipients) can gain information about the technology that will help them make informed
decisions when procuring systems.

36. How will this work build on the work that has already been done?

Answer: NIST has worked through its Public Safety Communications Research (PSCR)
program for over a decade to forward standards and perform research, development, testing,
and evaluation for public safety communications. PSCR will use all of this experience and
work to build the technical foundation for a truly national and interoperable public safety
broadband network.

PSCR’s staff of federal engineers has been deeply involved for many years in the acceleration
and adoption of Project 25°s (P25) wireless communications standards. P25 is a suite of
standards for Land Mobile Radio (LMR). LMR is the primary voice communication system
(with limited low-speed data) for the vast majority of first responders today. Additionally,
PSCR created, in partnership with DHS, a P25 Compliance Assessment Program that has
helped public safcty purchasers have an increased level of confidence that the equipment they
purchase meets the requirements of the standard.

PSCR has also led an effort with P25 to modify the existing standards to improve voice
intelligibility on behalf of the fire fighting community. Fire fighters had pointed to incidents
when alarms and alerts essential to keeping them safe while fighting a fire were causing
serious communication problems. PSCR worked with the fire fighting community to
document, quantify, and put forward technical changes to P25 to improve the problem. In June
2008, PSCR published a technical report that details the testing completed and results and
information gleaned from the testing. Additionally, PSCR worked with public safety
practitioners to develop a best practices guide that enhances audio quality and intelligibility.
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PSCR has also been at the forefront of broadband communications for public safety. PSCR
provided the technical expertise necessary to establish an initial set of broadband requirements
for the public safety community working in partnership with the National Public Safety
Telecommunications Council’s Broadband Task Force. Building on that effort, PSCR is
currently working with industry on a 700 MHz Public Safety Broadband Demonstration
Network project in Boulder, CO as mentioned in the previous answer. The Demonstration
Network project is the only government or independent lab facility located in the United States
to test and demonstrate public safety 700 MHz broadband networks and applications. This
project brings together public safety users, federal policy makers, and industry to help
understand the capabilities that broadband can provide and the unique requirements public
safety has.

Additionally, PSCR has spearheaded efforts to bring interoperability to Voice over Internet
Protocol (VolIP) technologies commonly used to bridge incompatible public safety wireless
voice communications systems.

PSCR created and led a VoIP project to develop common requirements for bridging these
interoperable systems and worked with the leading VoIP vendors to demonstrate how creating
“profiles” based on usage scenarios could improve interoperability problems. As a result of
this work, approximately 80% of manufacturers have adopted the VoIP implementation
profile.

Outside of communications, NIST can build upon its 110-year history of assisting in the
development of standards and technologies. These activities are at the core of NIST’s mission.
In addition to informing the development of standards for Smart Grid and electronic health
care records, and a variety of other technologies, NIST has helped identify research and
development priorities and administer grants for many multi-billion dollar programs. NIST has
a long history in forwarding public safety related research and development efforts. NIST’s
Office of Law Enforcement Standards (OLES) has worked with various federal sponsors
including the Departments of Homeland Security (DHS) and Justice (DOJ), numerous
Standards Development Organizations (SDOs), industry, and the public safety community to
establish body armor, forensics, and other public safety related standards.

37. Some ten years after the horrible events of 9/11, what is NIST’s estimation of how far
the U.S. has come with respect to ensuring that police and firefighters can talk with
each other in a given city if another tragedy occurs?

Answer: NIST focuses primarily on standards and research, development, testing, and
evaluation of public safety communications technologies. NIST’s other federal partners in
promoting the improvement of public safety communications have primary responsibility for
the policy, governance, and assessment aspects of this effort. These include the Department of
Homeland Security’s (DHS) Office of Interoperability and Compatibility (OIC), Office of
Emergency Communications (OEC), and the SAFECOM program; the National
Telecommunications and Information Administration (NTIA); and the Department of Justice
(DOI).
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Based on NIST’s experience in standards and research and development testing and evaluation
it is clear that the Nation has made much progress towards greater interoperability and
improved communications. Localities and states have made major investments in new
equipment and federal grant dollars have backed up these investments. An emphasis on
collaborative planning at the local, regional, state, and national levels has improved
coordination and investment decisions. NIST has also been active in working with its sponsor,
DHS OIC, to accelerate standards for existing communications systems and bring new
technologies to the market. However, this progress varies from city to city, county to county,
region to region and state to state. Fundamentally, public safety still employs a wide variety of
technologies that use a diverse set of spectrum bands. These conditions inhibit interoperability.
A national public safety broadband network has the potential to overcome both of these issues.

In keeping with this, the Administration has begun focusing on setting the foundation for the
potential communications revolution that a national broadband network could unleash. This
effort offers a once in a century opportunity to build a new network from scratch using
common technology and common spectrum across the Nation. To help ensure the investment
the Nation makes in creating this Network is as efficient as possible, NIST has been working
closely with its federal partners and the public safety community through its Public Safety
Communications Research (PSCR) program.

As mentioned in the previous answer, PSCR provided the technical expertise necessary to
establish an initial set of broadband requirements for the public safety community working in
partnership with the National Public Safety Telecommunications Council’s Broadband Task
Force. Building on that effort, PSCR is currently working with industry on a 700 MHz Public
Safety Broadband Demonstration Network project in Boulder, CO. The Demonstration
Network project the only government or independent lab facility located in the United States
to test and demonstrate public safety 700 MHz broadband networks and applications. This
project brings together public safety users, federal policy makers, and industry to help
understand the capabilities that broadband can provide and the requirements for public safety.

Construction of Research Facilities

38.  NIST is requesting $25.4 million to complete the next phase of renovations at the
Boulder lab. The FY 2013 request is $3.4 million. Will FY 2013 be the final funding
amount needed for completion of the Boulder facility renovations? What
improvements has NIST realized as a result of these ongoing renovations?

Answer: FY 2013 will not be the final requested funding year for the Building 1
Renovation project. The renovation effort is part of a comprehensive multiyear plan
for the construction of new laboratory space and the phased renovation of existing
laboratory space at Building 1 of the over 60-year old Boulder, Colorado NIST site.
This overall effort will address a number of inefficiencies and safety issues such as
lighting, power distribution, power quality, electromagnetic interference, and standby
emergency power for critical laboratory functions. Once completed, the renovation
will provide lab spaee with enhanced temperature control to +/- 0.5 degree C, humidity
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control to +/- 5%, continuous air flow with filtration to class 10,000, and new service
corridors to provide lab support space for utilities in addition to the pedestrian corridor.

Building 1 is comprised of a central “spine™ and six wings. The renovation is planned
as a series of wing renovations that require funding over several years. Funding
provided in FY 2010 and 2011 is being used to complete the planning and design for
the entire renovation project, as well as to complete the partial renovation of Building 3
and to complete exterior renovations to Building 1 that include service corridors and
other mechanical equipment rooms and spaces for utility distribution. The renovation
of Building 3 will permit the relocation of the Instrument Shop Facility that is currently
housed in Wing 3, and is the first step in vacating Wing 3 so that interior renovations
can begin. With $25.4 million of funding in FY 2012, the exterior renovations and the
interior renovation of Wing 3 will be fully funded. The renovation of Wings 4, 5, and
6 will be completed with future year funding requests.

Without these renovations NIST will be prevented from performing the most
demanding research and measurement needed by industry and the scientific
community. Even for the limited range of work that can be attempted, current
laboratory conditions create significant inefficiencies, and the aging facility systems
present life safety concerns. In terms of lost productivity, much research and many
measurements can only be conducted sporadically when environmental conditions are
temporarily stable and much experimental data and construction of nanoscale devices
becomes worthless because of corruption due to poor laboratory conditions. This
reduced productivity represents a direct loss of about $10 million per year to NIST
Boulder laboratory programs. But the impact on the Nation is much greater. The
results of numerous external economic impact studies demonstrate an economic benefit
to the U.S. of about 40 dollars for every dollar invested in NIST research and
measurement. The $10 million productivity loss represents a loss of about $400 million
per year to the U.S. in unrealized economic benefits.

The remaining $59 million in the FY 2012 request is for NIST’s safety, maintenance,
and major repairs account. NIST received an additional $33 million for this account in
the American Recovery and Reinvestment Act. In addition, the Boulder Lab received
nearly $85 million and the NIST’s Gaithersburg, Maryland location received $59
million in the American Recovery and Reinvestment Act. In total, NIST Construction
received $360 million in the ARRA. As of March 25, 2011, NIST has obligated about
$75 million, or 21%. About $285 remains unspent. In light of these balances, does
NIST need all of the $59 million in FY 20127

AnswerThe remaining $59 million in the FY 2012 request is for NIST s safety,
maintenance, and major repairs account. NIST received an additional $33 million for
this account in the American Recovery and Reinvestment Act. In addition, the Boulder
Lab received nearly $85 million and the NIST’s Gaithersburg, Maryland location
received $59 million in the American Recovery and Reinvestment Act. In total, NIST
Construction received $360 million in the ARRA. As of March 25, 2011, NIST has
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obligated about $75 million, or 21%. About $285 remains unspent. In light of these
balances, does NIST need all of the $59 million in FY 2012?

Answer: Under the ARRA program, NIST received $180 million for NIST’s internal
construction projects and $180 million for the external competitive construction grant
program to be awarded to eligible institutions of higher education and other non-
profits. The entire $360 million was obligated by September 30, 2010. As each of the
projects progress through the construction phase, funds are disbursed (outlayed) to the
contractors/grantees. All of the NIST construction projects are currently under
construction including 10 of the ARRA construction grants projects; the remaining 6
grants will be under construction by this summer. The $59 million requested for the
Safety, Capacity, Maintenance and Major Repair program (SCMMR) in FY 2012
provides funding for continued maintenance, repairs, and improvements for all of
NIST"s facilities.

With the ARRA funds for internal projects, NIST focused the SCMMR component of
the $180 million on projects to enhance its energy efficiency goals and improve the
performance of its aging facilities. These projects included: replacement of old,
inefficient fume hoods with state-of-the-art variable air volume hoods; replacement of
40-year-old obsolete air handlers and related equipment with energy efficient
equipment; installation of high performance, energy efficient windows in NIST
Gaithersburg’s 40-year old buildings; continued replacement of old lighting with
energy efficient lights and motion-detecting sensors for automatic shut-off of lights in
unoccupied areas; and installation of photovoltaic systems for solar power at the
Gaithersburg site and at the radio station in Kauai, Hawaii to help lessen NIST’s
reliance on fossil fuels.

The FY 2012 budget request of $59 million represents NIST’s annual program which
addresses its aging and deteriorating buildings and infrastructure, which, if not
addressed could threaten NIST’s ability to provide the laboratory environment requirec
for 21 century measurement science and research. Independent analysis recommends
an annual investment of SCMMR funding equal to three to four percent of the value of
the facilities, which would be approximately $70 to $80 million, annually. These
independent engineering studies documented the need for increased funding to prevent
building and infrastructure failures. The recommended funding level is based on the
industry/commercial funding standard that will eventually allow the agency to
adequately address its critical facility needs. There is current major repair backlog of
approximately $463 million that these funds will be used to begin to address.

NIST’s Role in Testing Name Validating Software

2. Please provide a report on NIST’s involvement in the Information Sharing and Access
Interagency Policy Committee Watchlisting and Screening Subcommittee. The
Appropriations Committee understands that the Departments of State, Homeland, and
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Justice are working together to determine the requirements each would need before
procuring name matching software. The Committee understands that the above-
mentioned agencies are asking NIST to compare and ascertain which software brings
what strengths, weaknesses, and capabilities when it comes to name matching
software. The Committee understands that the work of the Interagency Subcommittee
is still in the early stages and that NIST is participating to gain a better understanding
of the requirements. The Committee understands that each of these agencies has
significantly different operational requirements, so achieving consensus will be a
challenge for the Subcommittee. However, as the nation approaches the 10"
anniversary of the 9/11 attacks the Appropriations Committee believes it imperative for
the government to work together on this program and that NIST should be an active
participant. The Appropriations Committee hopes that NIST will be a leader in this
effort, considering the good work that NIST has done on a number of homeland
security fronts.

Answer: NIST continues to be very much engaged in the activities and meetings of
the Information Sharing and Access (ISA) Interagency Policy Committee (IPC)
Watchlisting and Screening Subcommittee. As the work of the IPC allows all of the
involved agencies to better understand and define the common operational
requirements, NIST can take a more active role. However, requested validation of
name matching software is not a simple task, but rather would require establishing a
larger program including the requirements, representative and ground truthed datasets,
metrics and methods, and the appropriate application of security and privacy
protections. Due to these complexities, NIST feels that a cautious and informed
approach is needed given that name matching is a new technical domain for NIST.

As an aside, NIST informed the Chair of the Subcommittee, Neal Latta, of a recently
announced series of competitions, called The MITRE Challenge
(http://www.mitre.org/work/challenge/), which is an open competition to encourage
innovation in technologies involving identity resolution/multicultural person name
matching; this may be relevant to the interests of the Subcommittee.

U.S. Energy Information Administration, “Annual Energy Review (AER): Energy Consumption by
Sector,” 2008, http:./ /www.eia doe.gov,/ cmeu/act/ consump. html

Ibid.

Bureau of Economic Analysis

Office of Technology Assessment, Congress of the United States, Green Products by Design.: Choices for a
Cleaner Environment, QTA-E-541, 1992

For the full definition, please see hit,
145_ctoud-definition.pdf.

-/ /cste.nist, gov/ publications/ drafts /800-145/ Draft-SP-800-
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NATIONAL OCEANIC AND ATMOSPHERIC
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WITNESS

DR. JANE LUBCHENCO, UNDER SECRETARY OF COMMERCE FOR
OCEANS AND ATMOSPHERE AND NATIONAL OCEANIC AND ATMOS-
PHERIC ADMINISTRATION ADMINISTRATOR

Mr. WoLr. We want to welcome you, Dr. Lubchenco for being
here today. We want to discuss NOAA’s fiscal year 2012 budget re-
quest which is $5.486 billion. This amount is $723 million or 15
percent higher than 2010. NOAA’s budget request represents about
62 percent of the Commerce’s entire budget request for fiscal year
2012.

Between 2008 and 2010, NOAA’s funding increased by 22 per-
cent, higher than any other program in this bill, more than the
FBI, more than the National Science Foundation.

As we have been telling all the agencies that are testifying before
us this year, the Congress will not be in a position to provide such
increases.

The fiscal crisis facing the Nation is real and will require a level
of austerity that goes beyond the President’s budget.

We are going to ask, though, if you can help us, knowing that
there are some things that you would not want to do, but I think
you will have a better sense of what the priorities ought to be.

And so it is kind of like if you are shaving, cutting back, or doing
something, I think you can help us insofar as to say, well, you
know, the committee, this issue is really one that will—and so we
do not want to postpone this, but we will postpone that program
to be able to do this. But if you can help us as we go through that.

With regard to that then, I recognize Mr. Fattah for any opening
statement.

Mr. FaTTAH. I will reserve my opening statement because of the
advent of votes, and we want to move through this, so thank you
very much. Welcome.

Mr. WoLF. Thank you.

Your full statement will be in the record. You can proceed as you
see appropriate.

Dr. LUBCHENCO. Thank you, Mr. Chairman. I appreciate that
very much.

Ranking Member Fattah, Chairman Wolf, thank you very much
for your leadership and support of NOAA. Your continued support
for our programs is greatly appreciated as we work within the De-
partment of Commerce to improve science, products, and services
that are vital to supporting America’s businesses, also its commu-
nities and its people.

(337)
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The vital role that NOAA plays in the protection of life and prop-
erty has recently been exemplified by the actions that NOAA has
taken in the wake of the tragic events in Japan earlier this month.

The earthquake and resulting tsunami had far-reaching effects,
and many of NOAA’s programs played a critical role in life-saving
information, providing that to emergency officials and the public
both here and around the world.

Today I am honored to be here to discuss the President’s fiscal
year 2012 budget request which promotes innovation and American
competitiveness and lays the foundation for long-term economic
growth while making responsible reductions.

The budget recognizes the central role that science and tech-
nology play in creating jobs and improving the health and security
of Americans and those abroad.

I wish to highlight the following in our fiscal year 2012 request:
key savings, climate services, weather, satellites, research and in-
novation, fisheries and protected resource management, and coastal
and ocean services.

The fiscal year 2012 request, as you noted, is $5.5 billion, a de-
cease from the fiscal year 2009 request and an increase above the
fiscal year 2010 enacted due primarily to our requirements to exe-
cute the restructured Polar Orbiting Civil Satellite Program.

As part of the Administration’s Administrative Efficiency Initia-
tive, NOAA analyzed its administrative costs and reduced non-
essential spending by $67.7 million.

The fiscal year 2012 request includes proposed budget neutral re-
organization that brings NOAA’s existing but widely dispersed cli-
mate capabilities under a single management structure called the
Climate Service.

If approved by Congress, it would have a budget of $346 million.
Our climate services demonstrate the utility of improving our sci-
entific capability.

Advances in science make it possible to provide useful informa-
tion about the months to years time frame, data which is of poten-
tially immense use to businesses, communities, and military oper-
ations.

The National Weather Service provides critical information to
communities and emergency managers and is the Nation’s first line
of defense against severe weather.

The fiscal year 2012 request of $988 million envisions using cost-
cutting and cutting-edge technologies to deliver more reliable fore-
casts, reduced weather related fatalities, and improve the economic
value of weather, water, and climate information.

NOAA’s satellites provide data and information for forecasts that
enable safe transportation, earlier response to severe weather, and
smart construction, as well as emergency rescue operations.

The fiscal year 2012 budget request for the satellite service is $2
billion invested in multiple satellite acquisition programs. This in-
cludes an increase of $688 million for the Joint Polar Satellite Sys-
tem. This program is essential if we are to maintain the quality of
our severe storm warnings, long-term forecasts, and receive emer-
gency distress signals in a timely fashion.

In parallel to creating a Climate Service, NOAA would strength-
en and realign its existing core research line office.
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The Office of Oceanic and Atmospheric Research will refocus its
work to be the innovator and incubator of new science, tech-
nologies, and applications within NOAA as well as an integrator
across all of NOAA, consistent with the President’s call for science
and innovation.

NOAA’s request includes $212 million to continue strengthening
core capabilities such as improving our understanding of ocean
acidification and its impacts, and promoting conservation and use
of coastal resources through our renowned Sea Grant Program.

Rebuilding our Nation’s fisheries is essential to ensuring long-
term sustainability and to protecting the livelihoods of fishermen
and related industries.

In fiscal year 2012, NOAA is requesting a billion dollars to sup-
port the National Marine Fisheries Service including investments
to expand annual stock assessments and improve the timeliness
and quality of catch monitoring in recreational fisheries.

Complementing science with robust management, we will con-
tinue to support the voluntary establishment of catch share pro-
grams which have yielded significant financial and ecological bene-
fits and the improved safety for fishermen.

Over half of the U.S. GDP is generated in coastal counties and
it is expected that the Nation’s coastal population will grow by
more than 11 million by 2015. To continue delivering a dynamic
range of services to promote safe, healthy, and productive oceans
and coasts, the fiscal year 2012 budget includes $559.6 million for
the National Ocean Service.

In closing, I would like to note that I have a nickel in my hand.
I believe that this nickel represents one of the best bargains that
this country has. It costs each American less than five cents a day
to run NOAA.

This nickel gets you the world’s best weather information and al-
lows us to save lives and property when severe storms strike. This
nickel means that our coasts are more healthy and vibrant and in
turn our coastal communities more prosperous.

This nickel helps American business owners succeed from the
fishermen on the coast to the farmer in the heartland and every-
thing in between. This nickel helps keep our homeland secure.

We take our work seriously because we know that citizens and
businesses depend on us each and every day. I look forward to
working with the Members of this committee and our constituents
to achieve the goals that I have laid out in the fiscal year 2012
budget. And I am happy to answer any questions you may have.

[The information follows:]
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Chairman Wolf and members of the Committee, before [ begin my testimony I would like to
thank you for your leadership and the support you have shown the Department of Commerce’s
National Oceanic and Atmospheric Administration (NOAA), one of the Nation’s premier
environmental science and stewardship agencies. Your continued support for our programs is
appreciated as we work to improve the products and services that are vital to supporting
America’s businesses, communities, and people. I am honored to be here as the Under Secrctary
of Commerce for Oceans and Atmosphere at NOAA to discuss the President’s FY 2012 budget.

Secretary Locke is singularly focused on how the Department of Commerce can help American
businesses compete for the jobs of the future. As part of the Commerce Department, NOAA
generates value for the Nation by providing the information and services that communitics,
managers, businesses, and individuals rely on every day to make dccisions about their lives and
businesses. NOAA touches the lives of every single American; we work 24/7 to keep families
safe, property protected, living marinc resources vibrant, communities thriving, and businesses
strong. NOAA works everywherc, in cvery state, and from the surface of the sun to the depths of
the ocean. Our research informs our many services and science guides our stewardship of the
oceans, coasts, and Great Lakes.

The vital role NOAA plays in the protection of life and property has recently been exemplified
by NOAA’s action in the wake of the earthquake and resulting tsunami in Japan last month.
NOAA played a critical role in issuing life saving information to emergency officials and the
public in the U.S and around the world. I'm sure I echo the sentiments of many when [ say that
our hearts, thoughts and best wishes are with the people of Japan and the survivors of the
cataclysmic earthquake and tsunami that, in a matter of minutes, took the lives of thousands and
forever changed the lives of millions. NOAA will continue to provide whatever support we can
as those affected recover and rebuild from this tragedy.
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The President’s FY 2012 budget request promotes innovation and American competitiveness and
lays the foundation for long-term economic growth, while making responsible reductions. In
particular, the budget recognizes the central role that science and technology play in stimulating
the economy, creating new jobs, and improving the health and security of Americans.

FY 2012 BUDGET REQUEST AND FY 2010 HIGHLIGHTS

Secretary Locke has brought a dedicated focus on efticiency and good management to the
Department of Commerce. As part of the Administration’s Administrative Efficiency Initiative,
an aggressive government-widc effort to curb non-esscntial administrative spending, NOAA
analyzed its administrative costs and reduced non-cssential spending by $67.7 million. Beyond
administrative savings, NOAA engaged in a rigorous review of its programs and activities and
identified additional savings that were achicvable. For example, we were able to reduce the cost
of operating our current satellite programs, and we restructured our international portfolio of
climate research. Further, as a member of the newly established Gulf Coast Ecosystem
Restoration Task Force we are working with federal and state agencies to find efficiencies,
improve coordination and accountability in restoring Gulf Coast ccosystems.

In short, the FY 2012 budgct for NOAA reflccts our efforts to focus on program needs, identify
efficiencies, and ensure accountability. It sustains core functions and services, and proposes
increases for only the most critical programs, projects, or activities necessary to address the
growing demand for NOAA’s scicnce, services, and stewardship. The FY 2012 request is $5.5
billion, which is a decrease from the FY 2011 request. The FY 2012 requcst is an increase above
FY 2010 cnacted due primarily to our requirements to exccute the restructured civil polar
satellite program. As I will discuss later, this new generation of satellites is needed to replace
satellites that will go out of service in the years to come. They are essential for both routine
weather forecasts on which the private weather industry depends, and for storm warnings and
watches that only the government can issue. The expenditures on satellites are mission critical
for NOAA. People’s lives and property depend on them. This year 21 people have been rescued
because of NOAA satellite tracking, and 91 have been rescued since last October. Beyond
weather forecasts, fishermen and recreational boaters count on NOAA satellites to keep them
safe in the event of an emergency at sea.

The FY 2012 NOAA budget recognizes that environmental and economic sustainability go hand
in hand. We learned through the BP Deepwater Horizon oil spill and other events that we cannot
have healthy economies without healthy communities and healthy ecosystems and that good
science and stewardship is good business. NOAA’s 2012 budgct makes the investments needed
to save lives and livelihoods, to understand these critical connections, and to ensure sustainable
communitics, economies, and ecosystems.

Now 1 will turn to the details of the FY 2012 budget request and outline areas of significant
investment.

Climate Service

The FY 2012 budget request includes a proposed budget-neutral reorganization that brings
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together NOAA's existing widely dispersed climate capabilities under a single line office
management structure called the Climate Service. The proposed organization mirrors the
structure recommended by the National Academy of Public Administration expert panel that, at
Congress’ request, completed a study on options for a climate service in NOAA. The principal
goal of this budget-neutral reorganization is to better align NOAA’s existing assets under a
unified leadership to more efficiently and effectively respond to the rapidly increasing public
demand for climate services. The Climate Service would provide reliable and authoritative
climate data, information, and decision-support services, and to more effectively coordinate with
other agencies, partners, and the private sector. And -- important to this committee and to me -~
the proposed strueture would strengthen the world-class science for which NOAA is justly
known. Without continued advances in the science that supports our mission, the utility of
services will degrade with time. Hence, the success of this organization requires attention to
strengthening our core scicnce capacity, strengthening the service-provision capacity and
strengthening the connections between the two.

NOAA is continually improving our scientific and technological capacity to develop and deliver
a range of science and services. For example, NOAA’s improved maximum precipitation
predictions have been used to develop new standards for dam design that are being implemented
around the Nation to improve dam safety and reliability. Similarly, through collaboration with
the National Association of Home Builders and the Department of Housing and Urban
Development, NOAA developed an Air Freezing Index that the home building industry estimates
saves $300 million annually in construction costs and the equivalent of 9 million gallons of
gasoline.

The budget-neutral realignment of resources within the current NOAA budget would not change
staffing levels, would not require employee relocations, physical relocation of programs or labs,
any new facilities, and would not increase the size of NOAA’s overhead. The Climate Service
headquarters would be located in Silver Spring, Maryland.

The NOAA Climate Service, if approved by Congress, would have a budget of $346.2 million.
Of this amount, NOAA proposes $3.0 million to support the Regional Climate Centers (RCC) in
FY 2012. This funding will maintain support for RCCs as critical NOAA partners in the
development and delivery of regional climate services. The RCCs will be aligned with the six
NOAA Climate Service Regions and fully integrated as core components of NOAAs regional
climate services partnership. Each center will function as a source of expertise in the region,
working to identify stakeholder needs and matching these needs with the emerging science and
decision support services flowing from the Climate Service’s core capabilities. For example, this
work could improve products for farmers, who already rely on NOAA climate data, particularly
in El Nifio/Southern Oscillation years, to make smart decisions about what variety of seed to
plant and the amount of fertilizer to use. These types of forecasts can potentially provide a $500-
$960 million per year benefit to the U.S. agriculture industry.

National Weather Service (NWS)

NOAA’s National Weather Service (NWS) is the Nation’s first line of defense against severe
weather. NOAA provides weather, hydrologic, and climate forecasts and warnings for the United
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States, its territories, and adjacent waters for the protection of life and property and the
enhancement of the national economy. More sectors of the U.S. economy are recognizing the
impacts of weathcr, water, and climate on their operations and are becoming more sophisticated
at using weather-related information to make better decisions. The NWS provides critical
information to communities and emergency managers. In 2010, the United States experienced a
number of extreme weather events including the historic winter blizzards in the Northcast early
in the year, historic flooding in the Midwest and Tenncssee, and the third most active Atlantic
hurricane season on record. The tragedy of the March 2011 tsunami in Japan, which had far
reaching effects including the U.S. West Coast, reinforces the very real threat of severe weather
cvents, and underscores the value of comprehensive warning systems and a prepared public.

The FY 2012 request for NWS is $988 million. The request envisions using cost-cutting and
cutting-edge technologies to better support the programs necessary to achieve NOAA’s vision of
delivering more reliable forecasts, reducing weather-related fatalities, and improving the
cconomic value of weather, water, and climate information.

Weather-related air traffic dclays cost the U.S. economy over $41 billion in 2007, according to
the Congressional Joint Economic¢ Committee. Two thirds of these delays could be avoided with
more accurate and better-integratcd weather information for decision-making. To meet the rising
demands of the air transportation industry, NOAA is involved in a collaborative partnership with
the Federal Aviation Administration (FAA) and other Federal agencies to create the Next
Generation Air Transportation System (NextGen). NOAA requests a $26.9 million increase to
modernize our aviation weather forecasts and warnings. This funding supports NextGen
development activities, allowing for better integration of weather information into decision-
making solutions for the FAA — potentially reducing the number of air delays.

Wind shear is hazardous to aviation and critical to hurricane formation and intensity. The
Nation’s upper air (UA) network enables unmatched ability to detect this wind shear and enables
much improved ability to define the jet stream core by providing approximately 78,000
atmospheric profiles (wind, humidity, temperature, pressure and altitude) per year from ground
level to up to 60,000 feet. To improve the UA network, NOAA requests a $5 million increase for
new GPS radiosondes to provide a 50 percent improvement in wind measurement accuracy and a
6-fold improvement in vertical resolution. With this investment, NOAA will fully fund the
purchase of GPS radiosondes for all 102 UA observing stations, ensuring improvements to
weather models.

Large maritime data voids exist where no meteorological or oceanographic data are routinely
sampled due to poorly maintained buoys. This lack of data makes it difficult for forecasters to
make accurate and timely marine warnings and forecasts and to measure the accuracy of their
forecasts. NOAA currently operates 101 moored weather observation buoys and 49 coastal
marine automated network stations. However, over the last eight years, system performance has
trended downward to the current low of 67 percent data availability as of February 201 1. This
trend will continue downward to 65 percent data availability by 2011 without increased support.
NOAA requests a $4 million increase to provide operations and maintenance funding for
damaged and destroyed buoys and to comply with new international regulations. Funds will also
be used to begin reducing the backlog of deferred maintenance by employing charter vessels to
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supplement the diminishing availability of U.S. Coast Guard ship time for servicing the weather
buoy network.

In FY 2012 NOAA requests a total of $41 million, including $10.2 million from mandatory
funds provided by the Deficit Reduction Act of 2005, to support our tsunami warmings and
research activities. Within minutes after the March 111 earthquake struck, NOAA issued its first
tsunami warning for Japan, Russia, Marcus Islands, and Northern Mariana Islands as part of the
coordinated global response to this tragic natural disaster. Shortly thereafter, timely watches,
advisories, and warnings were extended to vulnerable coastal areas of Alaska, British Columbia,
California, Washington, Oregon, and Hawaii well ahead of the arrival of the first waves. To
maintain the effectiveness of these services, NOAA’s Tsunami Program will use the FY 2012
funding to continue operations of NOAA’s Deep-ocean Assessment and Reporting of Tsunami
(DART®) buoy network , maintenance of its 164 sea-level stations, and funding of its two
Tsunami Warning Centers {(TWC). NOAA will continuc to cxpand community preparcdness and
finalize the balance of the tsunami hazard mitigation models (to cover all US coastal areas).
NOAA will also continue research to improve its tsunami warning and forccast capabilities, and
the completion of high resolution models for tsunami inundation forecasts for tsunami threatened
local communities.

Although NOAA’s Tsunami Warning Centers and DART stations are operated by NWS, NOAA
drew from the capabilities of all our line offices to provide a comprehensive response to the
March 2011 tsunami. The following are examples of the contributions from other parts of
NOAA:

* NOAA’s DART stations, a result of rescarch performed at NOAA's Office of Oceanic
and Atmospheric Research, detected and tracked the tsunami as it traveled from Japan
across the Pacific Basin.

o National Ocean Service tide gauges, which help detect the presence of a tsunami wave,
use GOES satellites operated by NOAA’s Satellitc Service to relay data to the tsunami
warning centers.

»  NOAA response tcams from the National Ocean Service are in California to assist with
detection of submerged debris resulting from the tsunami in marine transportation arterier
along the coast.

Finally, the underpinning of NOAA’s products and services mentioned previously is the model-
based guidance of NOAA’s operational high performance computing (HPC). HPC provides
models and model-based estimates of both eurrent and future states of the Earth’s environment,
which are a key component of modern weather forecasts. NOAA requests an $11 million
increase towards transitioning NOAA’s HPC to a new contract, as well as continuing regular
improvements to our numerical weather prediction modeling.

National Environmental Satellite Service (NESS)
NOAA’s satellites provide the data and information for forecasts that are vital to every citizen in

our Nation. From safe air, land, and marine transportation to construction and emergency rescue
missions, we all use satellite products in our everyday lives. In FY 2010, our satellite program
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saw a major milestone accomplished with the launch of Geostationary Orbiting Environmental
Satellite (GOES) — 15, the final spacecratt in the latest series. GOES-15 joined three other GOES
spacecraft in assisting the Agency’s forecasters to morc accurately track life-threatening weather
from tormadoes, floods, and hurricanes to solar activity that can impact satellite-based
electronies, communications, and power industries. In FY 2010, NOAA satellites also provided
key support in the rescue of 281 people throughout and near the United States by providing their
location to cmergency responders.

The proposed reorganization would also affect some programs within the National
Environmental Satellite, Data, and Information Service (NESDIS), which would be renamed the
National Environmental Satellite Scrvice (NESS), as all three of its Data Centers would be
transferred to the Climate Service. The FY 2012 budget request for NESS is $2 billion, which we
will invest in multiple satellite acquisition programs for the continuity of critical weather,
climate, and oceanographic data. NOAA requests an increase of $687.8M for the Joint Polar
Satellite System (JPSS), which is NOAA’s responsibility under the former National Polar-
orbiting Operational Environmental Satellite System (NPOESS) program. Polar satellites provide
critical weather forecasting for the $700 billion maritime commerce sector and provide a value of
hundreds of millions of dollars to the fishing industry. The satellites save approximately $200
million each year for the aviation industry in ash forecasting alone and provide drought forecasts
worth $6-8 billion to farming, transportation, tourism and cnergy sectors. Both civilian and
military users will use JPSS data and products, which will continue to fulfitl NOAA’s
requirements to provide global environmental data used in numerical weather prediction models
for forecasts. On behalf of NOAA, the National Aeronautics and Space Administration (NASA)
will serve as the lead acquisition agent for JPSS, which supports the afternoon mission
requirements. The Department of Defense will continue the acquisition of carly moming orbit
assets. NOAA is committed to working with our partners to complete the transition from the
NPOESS program and to assure the continuity of Earth observations from space.

The GOLES-R serics satellites will provide critical weather observations for severe weather
events, such as hurricanes, and also provide key enhancements in observational capabilities for
climate, oceans and coasts, and the space environment. This program is the next-generation of
geostationary satellites and provides mission continuity through 2036. NOAA continues to
support the GOES-R program with a re-phasing, taking us from a two-satellite program to a four-
satellite program with the addition of two optional satellites (GOES-Té&U), while still providing
continucd satellite engincering development and production activities for GOES-R and GOES-S.

An uninterrupted climate record is critical to understanding global sea level rise, which directly
threatens coastal communities and ecosystems through increased exposure and erosion, more
intense storm-surge and tidal flooding, and loss of natural habitat due to drowned wetlands.
Therefore, NOAA is requesting an additional $33.0 million to continue development of the
Jason-3 satellite, which will provide continuity of sea surface height measurements, ensuring an
uninterrupted climate record of over 20 years. The Jason-3 mission is a joint U.S, ~ European
funded partnership. NOAA requests an $11.3 million increase to partner with the Taiwan
National Space Organization for the launch of 12 satellites to replenish and upgrade the
Constetlation Observing System for Meteorology, lonosphere, and Climate (COSMIC) satellite
constellation. This program is a cost effective means of obtaining information about temperature
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and moisture in the atmosphere around the globe, which will improve forecasting accuracy.

In addition, a requested increase of $47.3 million will support, in cooperation with NASA,
refurbishing the existing NASA Deep Space Climate Observatory (DSCOVR) satellite and its
solar wind sensors and developing a Coronal Mass Ejection Imager. The data and information
provided by DSCOVR will support the operations of the Space Weather Prediction Center,
which generates accurate and timely 1 to 4 day space weather forecasts and warnings. Space
observations of geomagnetic storms are vital to reduce ncgative effects to power grids, GPS,
telecommunications, the hcalth and safety of astronauts, and the viability of satcllite systems.

Oceanic and Atmospheric Research (OAR)

The major change as a result of the proposed reorganization to create a Climate Service
{described above) is that NOAA would also strategically realign its existing core research line
office, the Office of Oceanic and Atmospheric Research (OAR), to strengthen the agency’s
overall science enterprise and advancc the atmospheric and ocean, coastal, and Great Lakes
research and applied science goals expressed in the America COMPETES Reauthorization Act of
2010. OAR will refocus its work to serve as an innovator and incubator of new science,
technologies, and applications, and an integrator of science and technology across all of NOAA.

NOAA is committed to strengthening and integrating NOAA’s science enterprise consistent with
the President’s call for science and innovation. NOAA’s request includes $212 million for OAR
to continue strengthening core capabilities, such as improving our understanding of ocean
acidification and its impacts, and promoting conservation and use of America’s coastal resources
through our renowned Sea Grant Program, one of our many direct links to universities, citizens,
and communities around the Nation. NOAA will also invest in the future by supporting
innovation in weather forecasting science that can inform clean, renewable energy generation,
which is related to an MOU with the Department of Energy. In FY 2012, NOAA requests $2
million to support research in targeted wind resource regions across the Nation. Funding will
advance weather forecast accuracy and quality to allow for more efficient implementation of
wind power usage in the United Statcs.

Another core capability at NOAA is exploration. The NOAA Ship Okeanos Explorer is among
the most technologically advanced research vessels and platforms for ocean exploration in the
United States. In FY 2012, NOAA is requesting an additional $1.5 million to advance the
operations of the Okeanos Explorer with the operation of telepresence technology, which enables
scientists, educators, and others to participate and lead ocean exploration missions from remote
shore-based Exploration Command Centcrs; to operate and upgrade the ship’s autonomous and
remotely-operated vehicles; provide additional scientific days at sea; and reduce our huge
knowledge gap of what lies in the deep ocean.

National Marine Fisheries Service (NMFS)
NMFS conserves, protects, and manages living marine resources o sustain marine ecosystems,

affords economic opportunities, and enhances the public’s quality of life. Rebuilding our
Nation’s fisheries is essential to preserving the livelihoods of fishermen and related industries. In
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2008, U.S. commercial and saltwater recreational fisheries supported 1.9 million full- and part-
time jobs and generated $163 billion in sales impacts.’ In FY 2012, NOAA requests $1.001
billion to support fisheries and protected resource management to ensure an optimal balance
between conservation objcctives and economic opportunities.

NOAA is making important strides to end ovcrfishing, improve fishery management, and put
fisheries on a path to sustainability. Working with the Regional Fishery Management Councils,
in FY 2010, five fisheries stocks were rebuilt. Based on estimates, rebuilding U.S. fisheries
would increase the current dockside value by an estimated $2.2 billion (54 percent) annually
from $4.1 billion to $6.3 billion annually. In FY 2012, NOAA will continue to maximize the
potential of the Nation’s most economically important fish stocks through sound science and
management. NOAA will invest $67 million to expand annual stock assessments to continue to
ensure Annual Catch Limits (ACL) are based on the best available science. ACLs and
accountability measures (AM) are required under the 2007 reauthorization of the Magnuson-
Stevens Fishery Conservation and Management Act for all non-exempt fish stocks, including
overfished stocks, by the end of 2011 to end overfishing. This investment will help verily that
NOAA successfully ended overfishing ensuring ACLs are set at the most optimal level possible
so that the return for fishermen is maximized while maintaining the health of the resource.

NOAA will invest $3 million to improve the timeliness and quality of catch monitoring in
recreational fisheries to ensure recreational fisheries are not unnecessarily restricted due to a lack
of data. This is part of a broader effort to work more closely with the recreational fishing
community.

In addition to sound science, robust management strategies are vital to sustainable fisheries. In
2010, NOAA releascd the National Catch Share Policy, and we will continue to support
consideration of catch share management by the Councils. Catch share programs, which include
limited access privilege programs and individual fishing quotas, dedicate a secure share of fish tc
individual fishermen, cooperatives, or fishing communities. In the United States, catch shares are
currently successfully implemented in 15 fisheries from Alaska to Florida, and local Fisheries
Management Councils are in the proccss of developing them in several additional fisheries.
Catch share programs are difficult and sometimes controversial to implement, and we recognize
that some in Congress are concerned about them. But they have yielded significant financial and
ecological benefits to the fisheries that utilize this system. Both here and in other countries, catch
shares help to eliminate overfishing and achieve annual catch limits, improve fishermen’s safety
and profits, and reduce the negative biological and economic effects of the traditional “race for
fish.”” This budget includes $54 million to support the voluntary establishment of catch share
programs by those Councils that want to utilize this tool to achieve the Magnuson- Stevens Act
requirements. We want to support those Councils that believe that catch shares are the way to
better manage their fisheries but need assistance in designing and implementing them.

In addition to fisheries, NOAA manages protected resources, such as marine mammals and
turtles. This requires balancing conservation objectives and economic opportunities, including
commercial fishing activities and energy development. Investments in priority researeh in

! Fisheries Economics of the United States, 2008:
http://Awww .st.nmfs.noaa.gov/st5/publication/fisheries_economics 2008.htm]
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recovery actions are required to mitigate harm and maximize economic potential. In FY 2012,
NOAA will invest an additional $2.5 million dollars to increasc NOAA’s capacity for protected
species stock assessments that provide the foundation of information for decision makers. We
will continue supporting the Species Recovery Grants Program with a requested $8.0 million
increase to provide grants to states and tribes to conduct priority recovery actions for threatened
and cndangered species, including restoring habitat, monitoring population trends, developing
conservation plans, and educating the public.

Managing fisheries and protected species to their full biological and economic potential requires
additional efforts focused on maintaining habitat and ecosystem functioning. NOAA requests
$24 million for the Community Based Restoration Program, including a new $5 million effort to
address larger restoration projects. NOAA plans to increase fish passage, spawning, and rearing
habitat by implementing large-scale ecological restoration in targeted areas such as wetlands. To
support the restoration and protection of the Chesapeake Bay, we request a $5 million increase
for regional studies in the Bay. NOAA supports the President’s Executive Order to restore the
Chesapeake Bay by providing enhanced understanding of the relationships between the Bay’s
living resources and habitat, coordinating protection and restoration of key species and habitats
across jurisdictional lines, and supporting a coordinated system of monitoring platforms
distributed across the Bay.

National Ocean Service (NOS)

In July 2010, President Obama signed Executive Order Number 13547 that adopted the Final
Recommendations of the Interagency Ocean Policy Task Force and established the National
Policy for the Stewardship of the Oceans, Coasts, and the Great Lakes — reinforcing the notion
that “healthy oceans matter.” NOS supports this policy by translating science, tools, and services
into action to address coastal threats such as climate change, population growth, port congestion,
and contaminants in the environment. A pivotal event in 2010 was the explosion of the BP
Deepwater Horizon oil rig on April 20. Within hours, NOAA responded, providing targeted
weather forecasts and oil spill trajectory maps and mobilizing personnel and assets to respond to
what evolved into the largest oil spill in U.S. history. The Oftice of Response and Restoration
(OR&R) played a critical role in our response and is leading our efforts to assess damage caused
by the event. Over half of the U.S. Gross Domestic Product is generated in coastal counties,” and
it is expected that the Nation’s coastal population will grow by more than 11 million by 2015 so
NOS’ services will become more vital to the coastal environment and economy.’ Increasing
population density, growing economies, and increased vulnerability to damages from hazards
such as sea level rise or storms, habitat loss, and other threats makes the task of managing coastal
resources more difficult. The President’s FY 2012 Budget includes $559.6 million to enable
NOAA to continue delivering a dynamic range of nationwide coastal and Great Lakes scientific,
technical, and resource management services to meet the vision of being a Nation with safe,
healthy, resilient, and productive oceans and coasts.

Human uses of ocean resources (e.g., ocean-based energy, marine aquaculture, commercial and

? Kildow, J. T., C. S. Colgan, and J. Scorse. 2009. State of the U.S. Ocean and Coastal Economies 2009. National
Ocean Economic Program,
¥ Population Trends Along the Coastal United States: 1980-2008, NOAA 2004
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recreational fishery products, shipping and navigation services, and other activities) need to be
managed holistically. In FY 2012, NOAA requests $6.8 million to develop an agency-wide
capability to conduct and support Coastal and Marine Spatial Planning (CMSP} in U.S. waters.
CMSP will help us manage ocean resources in a systematic way by evaluating competing ocean
uses, asscssing opportunities and potential cumulative impacts, and working with industry, state
and local decision makers and other stakeholders, to explicitly make trade-oft decisions. CMSP
is designed to focus on up front planning. There are no regulations involved. It does not add
another layer of government but is designed to be more efficient, effective, and reduce
redundancies in decision making. With the new Ocean Policy we are already witnessing
efficiencies in our mapping and data collection across the Federal government, with data and
information from the Departments of Defense and the Interior, and from Coast Guard, being
integrated into a common database, which will be available to the public in the future.

The Final Recommendations of the Interagency Ocean Policy Task Force include a framework
for implementing CMSP across the United States in a manner that respects regional variation of
issues and priorities. This initiative will significantly advance the Nation’s capability to
cffectively and transparently match competing human uses to appropriate ocean areas. To further
support CMSP and regional ocean governance, NOAA requests $20 million to establish a
competitive grants program that will support regional ocean partnerships, such as the Gulf of
Mexico Alliance, South Atlantic Governor’s Alliance, and the West Coast Governor’s
Agreement on Ocean Health that are vital for advancing effective ocean management. In
addition, a proposcd increase of $1 million in our mapping program will significantly improve
the accessibility of integrated ocean and coastal mapping data.

The BP Deepwater Horizon oil spill is a stark reminder that spills of national significance can
occur despite the many safeguards and improvements that have been put into place since the Oif
Pollution Act of 1990 was enacted. The risk of oil spills remains a concern given increases in
marine transportation, pressures to develop domestic areas for drilling offshore, aging
infrastructure susceptible to sea level rise and violent storms in U.S. coastal areas, and opening
the Arctic to both shipping and oil development. NOAA’s OR&R is the lead trustee for the
public’s coastal natural resources and an international scientific leader for oil spill responsc,
assessment, and restoration. NOAA requests $2.9 million to develop an oil spill research and
development program within OR&R to advance response technologies and capabilitics,
especially in deep water and Arctic environments. With this funding, NOAA will support
external grants for essential research to provide useful information, methods, and tools for
planners, oil spill responders, and assessment practitioners. Also in support of oil spill response,
NOAA requests a $5.0 million increase to implement the U.S. Integrated Ocean Observing
System (IOOS®) Surface Current Mapping Plan using high frequency (HF) radar surface current
measurcments. HI radar provides information vital to oil spill response, national defense,
homeland security, search and rescue operations, safe marine transportation, water quality and
poliutant tracking, and harmful algal bloom forecasting. ’

The BP Deepwater Horizon oil spill made it apparent that the economic and social well being of
our coastal communities depends on the environmental suitability of our coastal resources.

Numerous coastal communities, not only in the Gulf but all along our coasts, are being impacted
by the loss of fishing opportunities. In FY 2012, NOAA requests $8 million to create a National

10
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Working Waterfronts grant program to assist fishing-dependent coastal communitics. These
grants will assist distressed or at-risk fishing communities by providing resources for planning,
capacity building, and other activities to support economic diversity, resource conservation, and
economic capital growth.

Program Support

To deliver sound science and services, NOAA must continue to invest in its information
technology (IT) infrastructure, the maintenance and construction of NOAA facilities, and the
specialized aircraft and ships that complete NOAA’s environmental and scientific missions. A
requested $9.1 million increase will reduce the risk of cyber attacks by enhancing security
monitoring and response capabilities and consolidate our IT infrastructure into a single enterprise
network. This budget includes an additional $10 million to support major restoration and
modcrnization projects to address critical facility condition deficiencies and to improve safety
and operating conditions in support of NOAA’s mission. The FY 2012 request ensures that
NOAA'’s fleet of vessels is able to provide reliable, compliant, and high-quality ship support to
NOAA programs through several increases. For example, $3.4 million is requested to support
environmental compliance costs, including ensuring that NOAA ships are not contributing to
watcr quality degradation. Efforts to extend and maintain the life of the NOAA ships will be
supported through an $11.6 million increase for repair periods.

Also critical to the cxecution of NOAA’s mission is our investment in the future. Students in K-
12 we support today become our workforce of the future; undergraduate and graduate feliowship
recipients provide immediate dividends; and each and every citizen touched by our literacy and
outrcach efforts become stewards of our natural resources. These down payments help to fulfill
the President’s commitment to education. The FY 2012 budget includes $20.8 million for
NOAA’s Office of Education to implement and manage scholarship programs aimed at fostering
competitiveness in scienee, technology, engincering and math by providing quality educational
opportunities.

Conclusion

Overall, NOAA’s FY 2012 budget request reflects the commitment that Secretary of Commerce
Gary Locke and I have made to the President to out-educate, out-build, and out-innovate our
competitors in support of robust economic job growth. We have made tough choices to cut lower
priorities and identify cost-savings measures. The resources that are requested in this budget are
critical to the future success of meeting our nceds in climate, fisheries, coasts, and oceans. I look
forward to working with you, the Members of this Committee, and our constituents to achieve
the goals I have laid out here through the implementation of the FY 2012 budget. Thank you for
the opportunity to present NOAA’s FY 2012 budget request. I am happy to respond to any
questions the Committee might have.

1
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Mr. WoLF. Well, thank you very much.
And I support your programs. I think they are very important.

TSUNAMI WARNING PROGRAM

I want to cover an issue that I think is very important and I am
going to give you a letter to this effect, but I will read the first
question.

I would like to talk to you about funding for NOAA’s tsunami
warning activities which have been the subject of focus again after
the recent events in Japan.

NOAA'’s base funding for its tsunami warning network has been
about $28 million since fiscal year 2008. In addition to this base
funding, following the Indonesian tsunami in 2004, NOAA received
three supplemental appropriations to improve its tsunami warning
programs and activities.

I believe very strongly in the need for these predictions and
warning programs. We discussed this when Secretary Locke came
before us a few weeks ago.

I inserted a letter in the record that I had written to the states
back in 2005 urging them to help their coastal communities become
tsunami ready.

I wrote the then head of NOAA in 2004 urging him to review
NOAA’s tsunami programs.

I have drafted a new letter which we will give you so it is offi-
cially sent. And I want to discuss it with you today.

I am asking NOAA to convene two summits this year, one on the
West Coast, one on the East Coast—and as soon as possible—to
bring together NOAA and the U.S. Geological Survey which is out
in my area in northern Virginia.

I used to work at the Department of Interior for five years. I was
a deputy to Secretary of the Interior, Rogers C.B. Morton. And
some of the best minds are out there in the U.S. Geological Survey
with regard to earthquakes.

To bring together NOAA, the U.S. Geological Survey, and state
and local officials to talk about tsunami awareness, educational
needs, and preparedness activities as well as a deep ocean assess-
ment and reporting of tsunami programs is important.

And the end to that, I would ask you as you do it on the East
Coast to involve the nations in the Caribbean, too, because as we
were checking on this back in 2004 and 2005, they were in danger
and there was some concerns with regard to Puerto Rico and places
like that.

So we will give you the letter at the end of the hearing, and I
will just read briefly the letter.

But it said in light of the recent earthquakes in coastal regions
of Haiti, Japan, and Burma and the devastating tsunami that
struck Japan last month, I believe it is imperative for the National
Oceanic and Atmospheric Administration to work closely with state
and local officials in the United States to strengthen our prepared-
ness for a tsunami.

The tsunami alerts issued in Hawaii and the West Coast states
immediately following the Japanese earthquake are a stark re-
minder of the danger U.S. coastal states face.
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In order to better prepare the U.S. for future tsunami events, I
urge you to immediately begin planning two conferences including
one on the East Coast and one on the West Coast and invite gov-
ernors, all the governors up and down, and other state and local
officials because we found in 2004 and 2005 that many localities
really did not have a tsunami warning program.

They did not have very much going. Some were participating and
some were not. But to have the governors and local officials from
coastal states in the region to discuss deep ocean assessment and
reporting of tsunami, DART system alert and evaluation programs.

I also believe it important to include the U.S. Geological Survey
in the summit. Please provide a report to me within 30 days of the
date of this letter regarding your efforts to plan and host these con-
ferences.

And I know you know a lot of people, some at universities and
maybe people at Caltech and maybe people at other MIT who are
experts. But I would like to see you do that.

Dr. LUBCHENCO. Mr. Chairman, thank you so much for recog-
nizing the importance of this very critical topic.

NOAA has been working very diligently to raise awareness of the
importance of tsunamis. We currently work quite closely with the
USGS on—the tsunami warnings that we were able to issue fol-
lowing the Japan earthquake, the Haiti earthquake, and the Chili
earthquake, all of those depend directly on our connections to the
USGS.

Mr. WoLF. Right.

Dr. LUuBCHENCO. We take that scientific information, run models
that are appropriate to particular ocean basins and then utilizing
our DART tsunami buoys to issue warnings and advisories appro-
priately.

But equally important is your highlighting the communities’ un-
derstanding how to respond appropriately when there is a warning,
to understand what it means for them and what they should do.

NOAA has identified that there some 250 communities at risk
around the coastal areas of U.S. states and territories. And we
have a tsunami ready program that works with local communities
to have signage, to have warning systems, to have trials, drills to
have people understand what they are supposed to do so that they
can act in a manner of minutes which is often what is required.

We currently have 83 communities that have been certified as
tsunami ready and part of our ongoing efforts involve adding addi-
tifon}iﬂ ones through time to that number. We have seen the benefit
of that.

For example, in this last tsunami warning, both along the West
Coast of the U.S. as well as in Guam and Hawaii, our tsunami
warnings were issued. The first one was issued within nine min-
utes of the earthquake happening in Japan. And the response in
U.S. states and territories was quite effective. No lives that I know
of were lost. And many of the——

Mr. WoLr. Excuse me. You may want to check your micro-
phone——

Dr. LUuBCHENCO. Thank you very much. I apologize. I looked at
it when I started and it looked like it was green, but obviously not
enough.
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Mr. WOLF. I hear you fine, but apparently the reporter was hav-
ing a problem.

Dr. LUBCHENCO. Okay. So you are absolutely correct. This is a
vitally important topic.

We just had tsunami awareness week last week with a whole se-
ries of activities designed to help raise awareness, but it is such a
timely and important topic we would be open to discussing addi-
tional ways to

Mr. WoLF. Well, I would really like you to just put the con-
ferences on to tell us that this is important. The fact is it would
be helpful to just say today we will do this and not only with re-
gard to the tsunami but also with regard to the earthquake issue.

There is a concern with regard to the power plant up there in
New York City, north of—up there on the Hudson River. I mean,
I just would like you to say, “Mr. Wolf, it is a good idea and we
are going to move on this and we are going to deal with this, one
on the East Coast, one on the West Coast, not only on the tsunami
issue but also on the earthquake issue.”

I mean, you have the metropolitan New York City. You have mil-
lions of people that live there. And so I followed it. I do not rep-
resent New York, but I have heard Governor Cuomo. He has made
a pretty powerful case.

And so what I would like you to do is to agree, and I do not know
why you would not—I mean, this ought to be something that we
move ahead on.

You know, there is a song that I sometimes quote by Simon and
Garfunkel and they sang it in Central Park. It is called The Boxer.
And the words say, “man hears what he wants to hear and dis-
regards the rest.” Sometimes we may only be hearing what we
want to hear. And I do not want us to disregard the rest.

And I would like to see you, I have great respect for you and I
think NOAA does exceptional work, to bring together a top team
in the East Coast and a top team in the West Coast and invite all
of the governors and all—I mean, your testimony almost indicated
there are some that are not doing what they should be doing.

Also I know Mr. Serrano who is not here has interests with re-
gard to Puerto Rico, and involving also the Carribean nations be-
cause Haiti has been devastated with regard to that.

So I guess the question is, not to put you on the spot, but would
you do this, tell us that you will do one on the East Coast and one
on the West Coast?

Dr. LUBCHENCO. Mr. Chairman, I think that’s a terrific idea. We
would be delighted to work with you and explore the possibilities,
the timing, what it would look like. May we work with your office
to do that?

Mr. WoLF. Okay. Well, fine. Good. I appreciate that. And your
people have done a good job. And I am just afraid of when some-
thing happens, the whole world focuses.

I remember when the Indonesian tsunami hit. And then after
about a year, it was a big issue at the UN and then it sort of just
drifted away. And now you never heard about it until we saw what
we have seen and feeling the hurt and the pain and suffering of
the Japanese people.
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I know the French sent a team there and they are looking to see
what lessons learned so they can come back, and I think it is im-
portant for us to do this.

And I would assume that every governor working with the Na-
tional Governors Association would be very interested to come and
to kind of find out because particularly in these days of budget
issues, people are focusing on different things to sort of force peo-
ple’s minds back to focus on this, to make sure that everything that
can be done is being done.

So we will be glad to work with you, do whatever you think is
appropriate. I do not have to attend but, I think I just want the
Xéery best minds that we have both on the East Coast and the West

oast.

And I think Caltech has some pretty good people and I know
that—I think we should hear what MIT and others have to say,
okay, let’s bring the very best, and maybe you would have the same
team do it for the West Coast as the East Coast or maybe you
would even decide that, you know, because of variances, it would
change. But I would hope we could do that and you can run it.

Dr. LUBCHENCO. Mr. Chairman, we saw in the aftermath of the
Indian Ocean tsunami, because that did raise awareness, it en-
abled us to—Congress acted as a response of that, in response to
that. And that was what prompted our significantly adding to the
tsunami DART buoy network that are very important in detecting
tsunamis.

So I think you are absolutely correct. This is a moment in time
where people are focused on this and we need to capitalize on it.

Mr. WoOLF. And it was this committee that actually pushed it. I
remember I said we are going to write a letter to every governor.
We are going to force everybody to focus on this. At first, it did not
seem that any one paid attention and then all of a sudden, the in-
terest came and now until we see what unfortunately took place in
Japan.

So, anyway, I appreciate it very much. We will help you every
way we possibly can. If you need approval to reprogram, I mean,
you just tell us and we will be there and help you.

Next we are asking everyone who comes before the subcommittee
about the priorities for fiscal year 2012. Given the funding con-
straints that we are under and we will continue to be under, what
are your top three appropriation priorities?

And what I have been saying to most of the—hello, Mr. Bonner—
what I have been saying to most of the witnesses is that I wish we
could fund all of what you are asking for, but we are facing a fiscal
crisis in the country. We have $14 trillion of debt.

I was listening to the news coming in and there is a new report
out on PIMCO.com about the unfunded liabilities of the Nation. So
until we deal with the fundamental issues of the entitlements,
Medicare, Medicaid, and Social Security, these tough times will
continue.

It would be my hope that we could have a bipartisan agreement.
I personally was not appointed to the Bowles-Simpson Commission.
It was an idea that Jim Cooper and a group of us came up with
and the President appointed. But the Administration walked away
from it. I would support the Bowles-Simpson Commission. I would
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try to make some changes in it, but we have got to do this thing
hopefully by the end of the year.

And so until there is a bipartisan agreement to come together to
deal with the big entitlement issues, you are going to really find
pressure on these programs and other programs.

Once we reach that agreement to deal with the entitlements,
then I think you will see a continuation and kind of a removing of
the lid, if you will, on some of the fundamental programs and also
including programs for cancer research and Alzheimer’s research
and infrastructure, things that we need as a Nation. But you are
going to have to deal with the entitlement issue and it has got to
be done.

So what are your three top appropriation priorities?

FISCAL CHALLENGES

Dr. LUBCHENCO. Mr. Chairman, we take the current fiscal chal-
lenges that the Nation is facing very, very seriously which is why
in constructing this budget we did a very careful questioning of
every single item that is in our budget.

I mentioned that we had achieved some actually quite painful
administrative cost savings of $67.7 million. We have also reduced
programs and other areas that under other circumstances I think
would be very appropriate, very worthwhile, very important pro-
grams. And we just decided we could not do them this year. So we
have already gone through a very serious exercise of questioning
everything.

The items that we are asking for in this year’s budget request
represent things that are essential to our mission of saving lives
and property, stimulating the economy, and they are ones that I
believe will bring great benefit to the American people on the short
term as well as the long term.

The analogy that was used by the National Academy of Sciences
in their report about when it comes time to lighten an air load,
what you do not want, if an airplane is overweight and you need
to jettison something, do not jettison the engines that enable the
plane to fly.

And, in fact, a lot of what NOAA does is comparable to that.
Whether it is fisheries or whether it is coasts or satellites, those
programs are all ones that directly serve the American public.

JOINT POLAR SATELLITE SYSTEM

Now, the largest budget number in our request is clearly for sat-
ellites, $2 billion. And of that, a very significant one is this Joint
Polar Satellite System which provides us with the wherewithal to
do severe storm warnings and long-term forecasts as well as search
and rescue, all vitally important to the American public.

We currently have a polar orbiting satellite that is in space now
that is providing that information for us. If we do not have the
funds in both fiscal year 2011 and 2012 to build the next satellite
and the instruments that go on it to replace the one that is there
now and the one that we are going to launch in the fall, we will
have a data gap.

In fact, because of the current situation in fiscal year 2011, we
already have a delay in the launch of from 12 to 18 months. And
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that will likely result in a data gap starting in as early as 2015
where we may have coverage—where we will not have coverage by
a polar orbiting satellite run by the U.S.

And the consequences of that are quite, quite serious. We will
not be able to do long-term weather forecasts that we do today. Our
severe storm warnings will be seriously degraded.

And we recently took the exercise of looking back at some very
severe storms of last year and asking the question what would our
forecasts have been like if we had not had that polar orbiting sat-
ellite information.

And with your permission, I would like to request entering into
the record——

Mr. WoLF. Without objection.

Dr. LUBCHENCO [continuing]. The analyses that we did for this.

[The information follows:]
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Dr. LUBCHENCO. And we used two scenarios. One was for the
snowmageddon which everyone will remember February of 2010
and the forecast that we did for that was quite accurate. It pre-
dicted a horrendous storm and that is exactly what happened. That
depended directly on the polar orbiting satellite information.

If we take that out of the model and re-run the model, which
would give us an idea of what would happen in the future without
that polar orbiting satellite, we would have grossly underestimated
the severity of that storm. We would have estimated it might have
been off by 200 to 300 miles in terms of where it was and we would
have underestimated the amount of snowfall by at least te